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It Could Have Happened 


Only in America 


Visitors to our shores usually are pleasantly 
surprised by the efficiency and avgilability 
of American telephone service. 

Calls go through promptly and clearly, 
millions of people in all walks of life have 
telephones, and the cost is small. 

The fact that Americans themselves are 
seldom surprised by these things is a tribute 
to the growing excellence of the service. 

This efficiency and economy are no acci- 
dent. ‘They have resulted largely from the 
way the Bell System is organized, and 
through its large-scale programs of research 
and improvement. 


No other telephone system in the world 
can begin to match this country’s service — 
either in terms of facilities or operating efh- 
ciency. It could have happened only in 
America, under the American free enterprise 


system. 


BELL TELEPHONE SYSTEM 
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The Decision Process in Administration 


Administration is perhaps the most prevalent 
and important aspect of our lives. Surprising- 

ly, in spite of an extensive literature, we 

know little about it. We need a fresh viewpoint 
and a closer look at what, exactly, adminis- 
tration is about. Decision-making—the critical 
factor in administration—is reduced to its 

primary parts, and each part is evaluated for 
what we know—and fail to know—about it. 19 


Stock Ownership for Employees 


The growing popularity and significance of 
employee stock purchase plans is giving more 
and more Americans direct ownership in our 
business system. Alert management is showing 
increasing interest in how the plans work and 
in their benefits and limitations. Here, a look 
at the over-all development of employer stock 
plans is followed by a careful study of the op- 
eration of one plan in a major company. 26 


ARTICLE 


The Crucible of our Business Creeds 


The question of business’ proper relation to 
society is finding its modern answer in the 
new orthodoxy—the creed of management’s 
social responsibility. For many, capitalism’s 
classic profit doctrine is all but abandoned. 
How well does the new value system serve 
our needs? Perhaps nothing will benefit us 
more than a hard look at where we are going 
and the ideology we propose to accept. 34 


Remaking America’s Cities 


As metropolitan expansion and the suburban 
crises grow apace, almost every American has 
an economic and social interest in the 

troubles of our cities. Urban decay can best 

be countered with a strong urban renewal move- 
ment. Here is a study of some specific prob- 
lems with special emphasis on the business- 
man’s interest in improving our cities. 45 
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Simulation in Organizational Research 


Simulation is likely to become an extremely im- 
portant tool for revealing principles governing 

the workings of social organizations. For the 

first time, we can study organizational phenomena 
and relationships in a controlled environment. 

Here are actual examples of the use of simulation. 
The operations, applicable to a wide range of sit- 
uations, will eventually be applied to increas- 

ingly complex management decision problems. 68 


Liberal Education in Education for Business 


We are concerned with the education of free men 
in a free society under conditions of modern 
industrial life; the education of our business 
leadership is a large part of this concern. Is 

a liberal education, in the prevailing concept, 

the best preparation for business? Or will we 

be better served by a synthesis of traditional 
discipline and modern experience? 78 


The American Businessman and Foreign Policy 


A nation’s foreign policy is a key factor in 
its chances for survival. Unfortunately, the 
business community, which adds much to our 
national life, hasn’t always strengthened our 
hand in matters overseas. This article weighs 
the contributions and failures of American 
business’ influence on foreign affairs and 
suggests a way to a more constructive role 

at a time when we need it most. 85 


Corporate Annual Reports: Financial Fantasy 


The words, charts, and statistics that seem to 
ring with authority in shareholders’ annual 

reports may be a facade for much uncertainty and 
disagreement. Until we have generally accepted 
principles to govern accounting practices and 
reports, we had better look at our financial 
statements with some healthy skepticism. 92 


Horizons Report: Innovations in Marketing Management 


A special three-article section on the mar- 
keting management concept deals with (1) an 
evaluation of planning in marketing management 
by its essential elements and the purpose it 
must accomplish; (2) a case study of nonprice 
competition as a lesson in marketing strategy; 
(3) the sales forecast as an integrating tool 

for the whole firm. 52 
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profiles of the future 


TELEPHONE 


“THE HABIT of using the telephone 
steadily grows.” That statement, 
made by one of the country’s 
leading telephone men in 1924, 
perfectly fits today’s situation. It 
describes the public’s growing re- 
liance on the telephone then and 
now. More than twice as many 
telephone calls were made per 
capita in 1958 as in 1948. In 1936, 
only 31 per cent of the nation’s 
households had telephones; now, 
nearly 80 per cent have them. 


FUTURE GROWTH 
Can we reasonably believe that 
the incremental per capita use of 
the telephone that has been go- 
ing on for decades will continue 
into the future? Today’s industry 
leaders think the future rate of 
development and use will ex- 
ceed the present. In other words, 
the nation’s telephone networks 
will continue to outpace popula- 
tion growth and, further, will also 
exceed a linear extension of the 
industry s recent rapid expansion. 

Taking into account the fact 
that nearly 80 per cent of all 
households now have telephones, 
this might seem a bit farfetched. 
density thus 
pressed, however, does not neces- 


Telephone eX- 


LINES—NERVOUS SYSTEM 


OF AMERICAN BUSINESS 


by Donald C. Power 


sarily place a limit on the total 
number of telephones that will be 
connected nor on the over-all 
use. In the future, rather than 
merely one telephone set in the 
average household, there will 
probably be two lines—one for 
the children and one for the rest 


of the family. 


VALUE OF SERVICE 
One might wonder why the pop- 
ularity of the telephone, now over 
eighty years old, continues to in- 
crease. There probably are no pat 
answers to this question, but we 
are sure that the spread between 
what must be charged for the 
service and the value of the serv- 
ice continually widens. 

What is different about tele- 
phone service today? There have 
been many technological im- 
provements, to be sure, and these 
naturally have added to the value 
of the service. Less apparent, 
perhaps, but just as important a 
factor contributing to increased 
value, are certain administrative 
and nontechnological advances. 
Two very important advances in 
the nontechnological area help to 
explain the ever-growing popU- 
larity of the telephone. First is 
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h: errors. Waybills and other transportation 
_ forms are speeded as in no other process. 
the Let the Bruning Man demonstrate 
will how Copyflex can save you time and 
fos money. Offices in principal U.S. cities. 
In Canada: 105 Church Street, Toronto 1, 
Ont. Charles Bruning Company, Inc., 
Mt. Prospect, III. 
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the simple fact that as the num- 
ber of telephones per one hun- 
dred population increases, the 
number that can be called from a 
given telephone also increases. 
Second is the growing reliability 
of the service, based on improved 
materials, improved administra- 
tive procedures, and improved 
appreciation on the part of the 
industry itself that the value of 
the service increases with its 
reliability. 

People take telephone service 
for granted. It is so woven into 
the economic and social life of 
the community that many think 
about it only when the bill arrives 
or on the rare occasions when the 
telephone is out of order. (Today, 
a defect in the wires or appara- 
tus, sufficient to cause an inter- 
ruption, occurs in the average 
telephone only about once every 
35 months. ) Many important de- 
velopments in this highly per- 
fected industry therefore receive 
little notice. 


THE INDUSTRY TODAY 


Telephone service is rendered by 
an industry consisting of two 
principal segments, the Bell Tele- 
phone System and the independ- 
ent or non-Bell systems. A third 
segment, the federal REA pro- 
gram, is relatively small and will 
not be discussed here. 

Bell Telephone Company oper- 
ates about 85 per cent of the 
nation’s 67 million telephones, 
which are served from 21 com- 
panies spread over about one- 
third of the country. Although 
Bell lines are located mainly in 
the larger cities and metropolitan 
areas, a vitally important activity 
is its nationwide toll network. 

Except for the relatively few 
telephones served by REA, about 
4,000 companies 
operate the approximately 9.8 
million remaining telephones in 


independent 
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the nation. Included in the inde- 
pendent segment are some so- 
called group companies, a num- 
ber of separate corporate entities 
associated with a parent in the 
same general way that the Bell 
companies are associated with 
the American Telephone & Tele- 
graph Company. The largest par- 
ent of these group companies is 
the General Telephone & Elec- 
tronics Corporation, which serves 
3.6 million telephones located in 
parts of 30 states. In addition to 
its telephone services, it has its 
own manufacturing, laboratory, 
and directory-publishing facili- 
ties. 


FUTURE PLANNING 


Let us now explore a point previ- 
ously mentioned: What does the 
industry think about the future? 
By its very nature, the telephone 
industry is a highly co-ordinated 
mechanism, so I speak of the fu- 
ture with a fair idea of the indus- 
trys general trend of thought. 

A trend that promises to be- 
come more apparent in the future 
is for telephone companies to 
think of themselves as communi- 
cations companies—which might 
seem to bea distinction without a 
difference. Its importance, how- 
becomes more apparent 
when one recognizes that the 
telephone industry alone has a 
network like a nervous system 
connecting every part of the 
country, and that until recently 
the telephone companies were 
not enthusiastic about diverting 
their efforts and resources from 
the development of regular tele- 
phone service. A policy reorienta- 
tion of this sort means that the 
industry will not only use its fa- 
cilities for other-than-voice com- 
munications but will also direct 
its inventive skills toward differ- 
ent kinds of targets. . 


ever, 


Data Transmission 


A case in point is the develop. 
ment of arrangements by which 
“on-off” data can be sent alter. 
nately with voice over regular 
telephone lines. Just now, such 
data transmitters and receivers 
are being used at the rate of 100 
words per minute, but rates of 
600 to 800 words per minute have 
been successfully demonstrated 
and will probably have wide- 
spread commercial use. 

The implications for business 
are many and vast. One interest- 
ing possibility, for example, is 
that the results of the day’s opera- 
tions at a branch (such as re- 
ceipts, accounting information, 
inventory status and orders, and 
time rolls) may be recorded on 
punched cards or tapes during 
the day and temporarily stored, 
then transmitted at high speeds 
in the evening when the toll rates 
are lower. 


Private Lines 


Private lines are also becoming 
more popular. The term, as is 
used here, refers to an exclusive 
communication channel connect- 
ing two or more places belonging 
to a particular customer. 

For many years, private lines 
have been used by security bro- 
kers, the press, for radio program 
transmission, and, more recently, 
for telephoto work and television. 
The largest user of private lines is 
the United States government, 
which relies on the telephone in- 
dustry circuits needed in national 
defense. The saGE system is 4 
leader in this field. 

One promising recent develop- 
ment is the use of regular tele- 
phone wires as private lines with- 
in a community for slow-scat 
video. By this means, rapid signa- 
ture verification permits banks 
and their branches to improve 
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their service. Also, two persons 
separated by miles can both see 
and discuss technical drawings, 
maps, and so on. 

Of course, there is the more 
conventional video and its rela- 
tionship to the telephone indus- 
try. The design and purpose of 
coaxial cable tubes or pipes to 
carry high frequencies for tele- 
phone, television, and other com- 
munication purposes is generally 
Although facilities 


used for these purposes are usu- 


understood. 


ally limited to longer distances, 
adaptations of them may be used 
for special local purposes, such 
as community antenna service, 
which picks up telecasts from a 
favorable location and _ pipes 
them to viewers. 

During recent months, there 
has been much discussion about 
pay tv, which has been domi- 
nated by sports events and first- 
run movies. The transmission 
medium for paid programs might 
be either closed-circuit coaxials 
or the air. On the one hand, this 
latter means presents economies: 
but on the other, it presents a 
political furor. So far, the Fcc has 
not been enthusiastic about as- 
signing precious spectrum space 
to pay TV. 

A coaxial network for a com- 
munity might he justified by 
closed-circuit Tv alone, but there 
are many other interesting possi- 
bilities, such as bringing the class- 
rooms into the home as well as 
bringing renowned teachers into 
the classrooms themselves. Such 
a network would certainly bring 
Philco’s 


Phonovision. It also opens iIn- 


nearer a device like 
dustrial applications, including 
data 


This new technology may follow 


broad-band transmission. 
the path of so many new ideas 

endure a long struggle for recog- 
nition and then one day receive 


unqualified acceptance. 
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Mobile Radio-Telephones 


Two-way mobile radio-telephone 
service has been available for ten 
years, but fewer than 20,000 ve- 
hicles in the entire country are so 
equipped. If it were not for the 
frequency assignment block, it is 
entirely realistic to believe that 
the service demands from a single 
large metropolitan area might ex- 
ceed this national total. 

Basically, the problem lies in 
the inadequacy of frequencies 
assigned for general public use 
through the common carriers. 
The telephone companies, as a re- 
sult, cannot give top-quality serv- 
ice because equipment cannot be 
developed and mass-produced. 

The job of the Fcc is not an en- 
viable one. There is a constant 
and insistent clamor for  fre- 


quency assignments from all 
quarters. While new technologies 
promise some relief through the 
development of more channels 
froma given band of frequencies, 
it nevertheless seems unlikely 
that this 


enough relief to permit the com- 


alone will provide 
mon carriers to do the job the way 
they think is most in the public’s 
interest. 


MARKETING PROGRAMS 
Another advance is a trend to- 
ward marketing telephone serv- 
ice as commodities are marketed. 
Perhaps with good reason, the 
adoption of such techniques has 
been slow in coming to the tele- 
phone industry. The underlying 
philosophy is substantially the 
same as in any other business—to 
find out what the public wants. 
While the telephone industry has 
always believed in this general 
philosophy, the implied require- 
ments of additional capital, the 
possible effects of accelerated ob- 
solescence, and other factors par- 
ticularly important to a regulated 


industry have always seemed to 
deter a really effective program, 

These new marketing tech. 
niques can be expected to ex. 
pand both the breadth and depth 
of telephonic communications. 
These techniques are not all new 
or startling; in fact, some are very 
old communications ideas for 
which new or enlarged uses are 
being found. 


Extension Telephones 


Until rather recently, the public 
was somewhat inclined to view 
the familiar extension telephone 
as a luxury. The philosophy does 
not now center around whether a 
second or third telephone in a 
home is a necessity or a luxury: 
it centers more around the ques- 
tion of what constitutes adequate 
communications service. 

The percentage of households 
with two or more telephones has 
been mounting quite rapidly dur- 
ing the last few years. For exam- 
ple, it changed from about 10 per 
cent in 1955 to about 25 per cent 
now. Industry leaders expect it to 
exceed 100 per cent by 1975. In 
other words, more extensions 
than residential primary  tele- 
phones are anticipated. 

The three main factors that ac- 
count for this trend are the facts 
that (1) greater use is being 
made of the service; (2) there 
should be enough conveniently 
located telephones to avoid the 
need to rush to answer; and (3) 
telephone sets are being designed 
to fit particular locations. Small, 
especially designed telephones 
for bedroom night tables and 
flush-type speakerphones _ for 
desks and kitchens illustrate the 


point. Telephone intercommun 


cation by means of a simplified 


private arrangement now under 
development, as well as new pro 
motion and sales ideas, will con- 
tribute to the acceptance of the 
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multiple-phone-home idea. Now 
that telephones are in color, they 
are becoming a factor in home 
décor. 

The idea of further extension 
telephone development has many 
facets. One, for example, con- 
templates the prewiring of homes 
and apartments so that exten- 
sion installations can be easily 
made just where the user wants 
them. This also has many impli- 
cations for the business commu- 
nity. Perhaps one of the more ob- 
vious is the idea of shopping by 
telephone. Here again we find an 
old idea that never flourished. 
With an ever-growing telephone- 
minded America, it has every ex- 
pectation of developing now. 


Farm Service 


Now under development is a plan 
for providing expanded service 
and intercommunicating facili- 
ties for the farm. It is well known 
that the cost of providing tele- 
facilities and the 
charges for the service are related 


phone line 


to distance. These facts, coupled 
with the economic situation of 
the farmer years ago, resulted in 
his being served from lines shared 
with a number of others. How- 
ever, the postwar improvement 
of the farmer's finances, the in- 
creased value he places on his 
time, his reliance on complex 
electrical and mechanical de- 
vices, and the need to keep them 
in operation all work toward 
changing this picture. Thus, the 
telephone becomes increasingly 
important to the farmer. Surveys 
show he wants to make or receive 
calls from the tool house, the milk 
shed, the granary, or from a 
weatherproof phone in the field, 
as well as from various parts of 
the house. Loud bells, two-way 
loud-speaker telephones for large 
areas, and intercommunicating 


telephones on the farm round out 
the picture. 

The problems such arrange- 
ments present have been largely 
technical; but 
technological advances 
probably will be needed to cut 
down the cost. The main area of 


economic, not 
some 


difficulty lies in the telephone 
company s inability to get an ex- 
clusive line to a farm without in- 
curring prohibitive capital out- 
lays and the consequent higher 
service charges. 

It is difficult to predict what 
part of the solution of this prob- 
lem may come from revised 
pricing philosophies and what 
part from technological changes. 
There is reason to believe, how- 
ever, that at least a partial solu- 
tion through use of new elec- 
tronic techniques may not be too 
far away. In any event, a solution 
to this problem can be viewed 
only in the long range. 


Toll Dialing 


When one looks to the future of 
the industry, it is no more than 
realistic to keep in mind plans 
already under way of such long- 
range character that their full 
effects will not occur for years. 
Certainly the most important de- 
velopment is the arrangement by 
which customers can complete 
long-distance calls to practically 
any telephone in the country 
without the help of an operator. 

Nationwide customer toll dial- 
ing is in limited use now. Also in 
limited use is customer toll dial- 
ing of calls between closely situ- 
ated communities, such as those 
constituting metropolitan areas. 

Dialing of toll calls is proving 
to be as popular as dialing local 
exchange calls. One reason for 
this, of course, is that connections 
can be made more rapidly by 
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dialing than by manual opera. 
tion. Of no little importance to 
this trend is the fact that as toll 
traffic increases faster than popu- 
lation growth, there is the very 
real and practical problem of 
finding enough young ladies to 
work at the switchboard stations. 
It is a problem that diminishes as 
message toll traffic is automated. 

It would be difficult to say how 
many years were required to con- 
vert the nation’s local telephone 
service from manual to dial oper- 
ation. There never was a national 
program as such, but a concerted 
trend toward local service con- 
version has been under way at 
least thirty years and is nearing 
completion. 

It is not likely that the conver- 
sion from manual to machine toll 
handling will take that long to 
reach a corresponding point of 
development. For one thing, the 
industry was already in motion 
toward when toll 
dialing was introduced. But even 


automation 


so, the program will run over a 
good many years. One explana- 
tion of this is that it is much more 
complicated for a machine to 
handle a toll than a local call. It 
must identify the calling number, 
record the called number, and 
also record such other things as 
the date, time of day, and length 
of conversation—and, in some 
cases, compute the charges. All 
this information must then be 
produced on a tape or ticket from 
which a bill can be prepared. 
Toll automation must be cus- 
tom engineered for each place it 
is used. In addition to this physi- 


cal problem of engineering and 


fabrication is the very important 
fiscal problem. It should be ap- 
parent that the capital require 
ments must be of such a magni 
tude as to place some restraint on 
the conversion rate. 
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Telephonic Devices 


There are other interesting devel- 
opments in apparatus and ar- 
rangements for the benefit of the 
customer. One provides a light in 
the telephone as a notice to a 
hotel guest that a message or mail 
has arrived for him. Another is an 
arangement by which a special 
device will automatically dial 
aay one of several frequently 
called numbers; the customer 
merely presses a button or turns a 
selection wheel. Still another de- 
vice reports fires or detects bur- 
slaries by customer-provided 
wires and alarm triggers that 
automatically dial the police and 
the owner and give an appropri- 
ate prerecorded message. Illumi- 
nated dials for darkened rooms, 
soft tones, and chimes in place of 
bells are other ideas. 

Perhaps better known is the 
apparatus that answers the tele- 
phone when the occupant is 
away. This device also furnishes 
aprerecorded message or instruc- 
tion to the caller and then takes 
his message for later transcrip- 
tion. This device might be an eco- 
nomical means for even large de- 
partment stores to record orders. 

Another arrangement designed 
to aid industry in general is one 
by which any telephone, dialed 
toa special number, can be con- 
nected to a “pool” of dictating 
equipment. A service of this type 
is limited to dial private branch 
exchanges, however. 


A SUMMING UP 


The telephone industry is eager 
to consider any new ideas or de- 
vices that might improve the 
service, save time, or otherwise 
be useful in the business. This 
policy naturally brings a flood of 
gadgets as well as worth-while in- 
ventions. Many of the gadgets 
and some of the more profound 


ideas superficially have much 
merit that is not confirmed on 
close analysis and test. It is very 
important that the industry pre- 
vent what appears to be a good 
idea from finding its way into the 
plant if it would in any way im- 
pair the quality of regular tele- 
phone service. 

There are under development 
many ideas calculated to increase 
the value of telephone service 
that will not be directly apparent 
to the user. One such idea is the 
development of an electronic 
switchboard that would substi- 
tute electronic tubes, transistors, 
and diodes for the electro- 
magnetic relays, motors, and 
mechanisms of today’s switch- 
boards. 

Small units have been tested, 
and larger trial units are being 
designed. When regular produc- 





tion will begin is conjectural. But 
of this we can be sure—it will not 
begin overnight, and when it 
does begin, it will certainly move 
slowly at first. Experience warns 
us that anything as complex as a 
telephone switchboard, particu- 
larly one of radically new design, 
is sure to develop “bugs” that 
only time and use can disclose. 
This, if nothing else, suggests 
cautious progress. 

The telephone industry is find- 
ing its place in the Space Age. Its 
laboratories are using their spe- 
cialized knowledge to contribute 
to space vehicle guidance and 
communication designs. It will be 
unusual, indeed, if these extra- 
ordinary efforts do not benefit the 
public indirectly through con- 
tributing new approaches to the 
industry's continuing effort to im- 
prove telephone service. 





when horizons expand 
PROFITS GO UP! 


Good advertising broadens your sales 
horizon . . . brings you in contact with more 
available business. This enables you to be selective 
. . . lets you concentrate your efforts on orders 
that produce the best profits. 

May we discuss this Good Advertising 





principle as applied to your business? 





LaGrange & Garrison, Inc. 












advertising with impact 


30 E. Georgia Street, Indianapolis 4 
MElrose 6-3491 
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Comments from Our Readers 


BUSINESS AND RELIGION 


To Tue Eprrors: 


\ member of my congregation recently called my 
attention to the article, “A Marketing Analysis of 
Religion” | Business Horizons, Spring, 1959]. 

While I am certain that the article is well moti- 
vated, nevertheless there seems to be an under- 
lying current which disturbs me. On numerous oc- 
casions, the author either states outright or at least 
implies that we should “give the customer what he 
wants.” Perhaps I am oversimplifying the matter 
but, at least to this reader, the impression was con- 
veyed. Perhaps such a technique is effective and 
even justifiable in a highly competitive business 
world, although many good books and articles 
have been published attacking both business and 
advertising for not only giving the customer what 
he wants but, even more, making the customer 
want what business has to offer. I can very readily 
understand the validity of an argument which 
runs something like this: The automobile manu- 
facturer must ascertain what color car the poten- 
tial customer wants, what size, what model, etc., 
and on the basis of all the garnered facts, the 
manufacturer, at least, produces a reasonable fac- 
simile of the composite model requested by the 
American public. 

Such thinking would lead to anarchy and down- 
right hypocrisy in the field of religion. I care not 
what brand of competing religion it may be. The 
one thing on which all religions agree is that the 
fundamentals of religion are dictated from above 
and not below, and by that I mean that they are 
all either God-revealed or God-inspired, and one 
cannot go to the consumer and ask him to modify 
God’s inspiration or His revelation to fit the con- 
sumer’s wants or fancies. 

In my own faith, the prophets never went to the 
masses and asked them, “What do you want?” On 
the contrary, they defied the masses and they 
spoke, as indeed they had to speak, in the name of 
God. In the Christian faith, | am certain that Jesus 
did not go among his disciples and ask them to tell 
him what they would require or wish in their re- 
ligious lives. It was he who spoke and was pre- 
pared to sacrifice for that precious right. 

I am certainly willing to permit the potential 
customer to state his preferences and likes and dis- 
likes in the area of religious externals, such as how 
big the temple building shall be, what type of 
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architecture it should be, whether the synagogue 
structure should be air-conditioned or not, ete., 
but I must maintain that within the area of pure 
religious thought if we adopt the attitude of find- 
ing out what the customer wants and then trying 
to fit the religion to his needs, we are in for a very 
rough time, indeed. 

A few enterprising “businessmen-clergymen” 
have tried this technique and have succeeded in 
altering the image of God into a rock-and-roll 
jitterbug-loving enthusiast. 

Jacos Pouisu 
Rabbi, Temple Isaiah 
75-24 Grand Central Parkway 
Forest Hills 75, New York 


To Tue Eptrors: 


I should like to make it emphatically clear that I 
wholeheartedly agree with Rabbi Polish’s major 
point, which I think is captured in this quote from 
his letter: “. . . the fundamentals of religion are 
dictated from above and not below, and by that I 
mean that they are all either God-revealed or 
God-inspired, and one cannot go to the consumer 
and ask him to modify God’s inspiration or His 
revelation to fit the consumer’s wants or fancies.” 
We are in agreement on that. But it seems to me 
that Rabbi Polish failed to give balanced consider- 
ation to three major points of the article: 

1. I stated :“This is not to argue that the prod- 
uct can be completely subject to the whims of po- 
tential customers. Like material products, it must 
have basic integrity, but there is historical evi- 
dence that immutability of essential characteris- 
tics |italics added] does not wholly remove the 
possibility of modifying some of the features.” 
Rabbi Polish uses the word “fundamentals” as 
being God-inspired; I use “essential character- 
istics.” What about the man-added nonfunda- 
mentals? 

2. I stated: “. . . the four P’s [ Product, Price, 
Place, Promotion] cannot, in practice, be sepa- 
rately treated. They are all interrelated.” He chose 
to comment only on one of the four—Product— 
and, as pointed out above, to treat essential and 
accidental (or God-inspired and man-inspired ) 
aspects of the product in the same way, except for 
a slight concession on “externals.” 

3. I stated: “The only really profitable sales are 
those that benefit both the buyer and the seller. 

. a large portion of American business is based 
on improving the welfare of both buyer and seller 
by the completion of a sale.” 

Apparently Rabbi Polish does not believe this. 
But whether he does or not, the phenomenon he 
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‘“‘Why So Much Industry Prefers to 
Locate in Debt-Free Indiana”’ 
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LEADS THE NATION IN 
NEW-PLANT CONSTRUCTION 


per capita 


FOR THE 6th STRAIGHT YEAR ! 


RIGHT-TO-WORK LAW! 


The first such law enacted (and kept!) by a 
major industrial state. 


NO CORPORATION TAX! 


No manufacturer’s tax! No value-added tax! 
No net worth tax! No penalty tax! No “‘use”’ 
tax! No sales tax! No ‘“‘nuisance’”’ tax! 
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Indiana is one of only 16 states still living 
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Indiana has none of the $60 billion state and 
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state debt, our new industries don’t pay yester- 
day’s bills! 


CENTER OF EVERYTHING! 


National manufacturing center, market center, 
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observes is still a challenge to religion. He cites at- 
tacks on business and advertising for “. . . making 
the customer want what business has to offer.” In 
such attacks, one must presume that the critic 
thinks such a practice is bad because (at least ac- 
cording to the critic's standards) the product, 
somehow or other, is not good for man or should 
not be wanted. 

But if businessmen can, as charged, persuade 
men to accept products which they do not (or 
should not) want, are we to be content with less 
success on behalf of a product which is being of- 
fered as capable of satisfying man’s ultimate 
want? 

James W. CULLITON 
Dean, College of Commerce 
University of Notre Dame 


To Tue Eprrors: 


Your article on “A Marketing Analysis of Religion” 
appearing in the Spring issue of Business Hori- 
zons evoked an immediate response in me . 
Ordinarily I do not like articles that mix religion, 
business, and sales, but I do think you have made 
some very strong points, principally to business- 
men, that needed to be said. 

D. E. MEGATHLIN 
The Kendall Company 
Walpole, Massachusetts 


CANADIAN NATIONALISM 


To Tue Eprrors: 


It is paradoxical that many people in the United 
States, highly nationalistic as they are, often fail to 
recognize the force of nationalism elsewhere. This 
lack of understanding is clearly exhibited in the 
article “Proposal for a North American Common 
Market” by William H. Peterson [ Business Hori- 
zons, Summer, 1959}. 

The entire tenor of his article is that mutual free 
trade is the simplest and most logical way to have 
good relations between Canada and the United 
States. This is definitely not the case. Canada has 
deliberately and since its inception placed na- 
tional cohesion and maintenance of a separate po- 
litical identity above economic efficiency. We have 
paid a high price for it. Everyone knows this, and 
Canadians are perfectly willing to continue to pay 
the price—at least so long as we are not poverty- 
stricken. Thus the general thesis of the article indi- 
cates a basic misunderstanding of the Canadian 
psyche. Completely free trade would destroy Can- 
ada as an entity and would force reliance upon 
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a few staples. Such a policy has in the past left 
the economy subject to extreme fluctuation. In- 
deed, much of our economic policy has been to get 
away from being “hewers of wood and drawers of 
water.” 

The problem Canada faces is that if we raise 
tariffs against imports, this has but a negligible im- 
pact on the United States; but the converse is not 
true, since so much of Canada’s GNP consists of 
exports to the United States. In short, the impor- 
tance of international trade with the United States 
is far greater for Canada than is Canada’s trade to 
the United States. Thus an identical tariff policy 
wreaks serious harm upon Canada but is like a 
gnat on an elephant for the United States. 

Mr. Peterson recognizes some of the problems 
but labels these as economic nationalism. This is 
quite wrong. It is nationalism, pure and simple. 
Canadians would like the higher real GNP per 
capita that would come from integration, but eco- 
nomic integration would destroy other values 
which Canadians, however misguided, prefer. 
Thus the strictures against protectionism, which 
Peterson emphasizes, are freely acknowledged by 
Canadians. We wish to maintain our identity—we 
can do without whatever increase in GNP would 
come from integration. 

I also doubt very much the statement that “The 
secret of North American prosperity has been free 
enterprise and free trade. . . .” After all, the re- 
source endowments of other countries mentioned 
are not similar, as the author later admits: “ 
Canada is a ‘have’ nation in natural resources, 
perhaps second only to Siberia.” These nations 
(India, Brazil, Russia, and China) have also been 
subjected to war, pestilence, disease, and redun- 
dant population, and not all of these can be re- 
solved by free enterprise. North America has been 
happily free from such catastrophes on a grand 
scale. 

The article is economically correct but, for bet- 
ter or for worse, economics is not the key problem; 
hence, mutual free trade cannot come about until 
Canada achieves a size and diversification of in- 
dustry comparable to that of the United States. 
The free trade argument is not completely rele- 
vant to economies with such a vast size discrep- 
ancy. 

The real basis for contemporary frictions resides 
in the vast size discrepancies between the two na- 
tions and the Canadian desire to preserve a pre- 
carious national identity. Thus Mr. Peterson’s arti- 
cle misses the mark by a wide margin and merely 
repeats the well-known homilies of free trade. 


GrEorRGE W. WILSON 


Associate Professor, School of Business 
Indiana University 
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HE trading stamp is one of the most wide- 
| poke forms of saving ever developed. It is 
completely painless because it requires no disci- 
plined setting aside of money from pay checks. 
It is impartial because it is open to everyone, 
share and share alike, regardless of income. 

For all these reasons, the trading stamp is 
particularly meaningful to the family getting 
along on a small wage. For them it is a second 
‘savings account.” 

In some cases, the trading stamp may be the 
one and only form of savings a family can 
“afford.” Even though a family may never be a 
fegular depositor in a savings bank, it can make 
tegular deposits in a trading stamp collector’s 
book whenever it buys food, gasoline, drugs, 
clothing, the things it must have just to live. 

With their stamps a family looks forward to 
getting appliances and home furnishings that 
will improve its standard of living. And, perhaps 
best of all, the family attains an extra measure of 












save tradin ge stamps 


This message is one of a series presented for your information by 


happiness without going into debt a single penny. 

Nor can we overlook the direct contribution 
of the trading stamp industry to employment. 
Each year half a billion dollars’ worth of mer- 
chandise must be created from the raw materials 
of ranches, mines, farms and forests. The creation 
of this merchandise and its distribution to re- 
demption stores requires the full-time employ- 
ment of about 90,000 workers. 

Thus the trading stamp is not only a part of a 
way of life for America’s working families but 
a livelihood, too, for many. For its encourage- 
ment of thrift, for its outright help toward a 
better standard of living for all, the trading 
stamp industry is a basic ingredient of America’s 
business structure. 


* * * 


NOTE: If you would like to receive research material 
about the trading stamp industry...or answers to 
specific questions about stamps, simply write to The 
Sperry and Hutchinson Company, 114 Fifth Avenue, 
New York 11, New York. 


THE SPERRY AND HUTCHINSON COMPANY which pioneered 63 years ago in 
the movement to give trading stamps to consumers as a discount for paying cash. 


S&H GREEN STAMPS are currently being saved by over 22 million families. 
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MARKET * 


* America’s decision-makers are reading Business Horizons 
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INDUSTRIAL ACCIDENTS 


To THE Eprrors: 


The article “Industry's Inexcusable Accident 
Toll” [Business Horizons, Spring, 1959] has 
been given an unfortunate title. In certain re- 
spects, the text also may be faulted. I understand 
the point the author wishes to make and would 
agree that as long as there is one disabling injury 
resulting from a work accident, people of good 
conscience must be concerned. The implication 
that “industry” broadly is performing poorly in its 
safety effort, however, is unfair and incorrect. To 
many readers, the word “industry” denotes manu- 
facturing operations. The “shocking and inexcus- 
able statistics” quoted on page 93, drawn largely 
from National Safety Council work accident data, 
refer to all occupational accidental injuries. By 
comparison, manufacturing is a small contributor 
to these totals, having steadily improved its safety 
records over the years. Yet the author, except for 
his reference to the St. Lawrence Seaway project, 
appears to direct his attention entirely to plant or 
manufacturing safety requirements. 

In the quotation of the work accident figures, 
there seems to be an intentional deception. The 
statement that “at the end of each year, there 
have been about 16,000 fatalities” certainly is 
overly extravagant. The stated total is more than 
10 per cent higher than the actual. In fact, the 
death total, due to all work accidents, has not 
reached the 16,000 figure since 1951 and consist- 
ently has been at least 6 per cent under that num- 
ber since that time. 

I do not believe anyone will accept any acci- 
dent toll lightly, especially modern managers. The 
objective of American industry, since 1911, has 
been to advance safety. Its accomplishment has 
been great over the years, and I expect it will con- 
tinue. While the purpose of the article may be 
considered to have been a noble effort to stimulate 
safety achievement even more, it is regrettable 
that it allows inferences to be drawn which are 
not correct. 


J. V. GrimMa.pr 


Consultant, Safety & Plant Protection 
General Electric Company 

570 Lexington Avenue 

New York 22, New York 


Epiror’s Note—The intention in the title was to 
convey the idea that any preventable accident is 
inexcusable. As Mr. Grimaldi points out, even one 
disabling injury is cause for concern. There was 
no intentional implication that industry is not 
working to im prove its safety record. 

Mr. Grimaldi is right about the “16,000 fatali- 


ties” figure. This was in error. Total annual fatali- 
ties have been, as he says, about 10 per cent less 
than the article stated. 

The term “industry” was used in the broad 
sense to include all industry because the princi- 
ples of accident control are applicable to the 
whole industrial area. 


ANOTHER SUMMONS 
To Tue Eprrors: 


John E. Webster, in “A Summons to Stockholders” 
| Business Horizons, Summer, 1959], advances 
some interesting ideas, but it would appear that 
Mr. Webster failed to take into consideration all 
the factors in the present situation. 

Perhaps if he had read “The Weakening of 
Managerial Rights” [Business Horizons, Spring, 
1959], he would have a better conception of the 
problems of industry in coping with the unwilling- 
ness of workers to produce. One of the major 
weaknesses in our present situation is that the 
greatest incentive of all—to keep a job by quantity 
and quality of work—has been completely sub- 
merged—this by legislation which largely ties the 
hands of management. 

Mr. Webster cited the decline in various prod- 
ucts, including iron and steel, to be 14.5 per cent 
from 1929-32. However, hot-rolled carbon bar 
prices averaged $1.92 per cwt. in 1929 as opposed 
to $1.58 in 1932, a decline of 17+ per cent. All 
other steel products varied proportionately. I can’t 
recall any steel company which showed a profit in 
that year. (Current prices are $5.68 per cwt. ) 

Despite the low price, the industry operated at 
19.7 per cent of capacity in 1933. Price did not 
stimulate sales. In 1933 the rate was 33.5 per cent; 
in 1934 it was 37.4 per cent, and prices were $1.64 
and $1.81 per cewt. 

Cost of employment then was relatively low 
and was adjusted downward. Now such cost is 
rigid, and price reductions when operations are 
near or at the breakeven point result only in in- 
tensifying the income deficit. Inflation, high plant 
taxes, and so forth have also increased fixed 
charges. 

A summons to stockholders which I believe 
would be more to the point would be to have 
proxy committees appointed and thereby get a 
vote requiring management to convert all cash 
flow to dividends, knowing full well the tax bite 
would be heavy. By the time a decade had passed, 
they would have recovered their book value and 
left the institutions the empty shells they ought to 
be for workers, do-gooders, and economists. 

C. W. HoL_moguist 
P.O. Box 351 
Warren, Ohio 
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Mrs. Peff, President, Superior Air Products Co., Newark, N. J., shown in her office with Supairco’s recently developed liquid-oxygen “vacuum bottle.” 


meet Mrs. Peter Peff 


talented executive and a good customer of Anaconda 


Many a tough problem has been solved by 
Mrs. Peff and her company since 1952, 
when she assumed the presidency after 
her husband’s death. 


Specialists for thirty years in building 
low-temperature apparatus and complete 
plants to produce oxygen and other gases, 
“Supairco” was called on recently to 
develop a small, compact, lightweight con- 
tainer to supply oxygen for aircraft crews 
at high altitudes. Supairco did just that 

with its ingenious design for a ““vacuum 
bottle” which holds liquid oxygen at 297 
degrees below zero, Fahrenheit! One of the 
key questions—what metals would do the 
job best? 
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After careful research and testing, 
Supairco chose Anaconda’s special cop- 
per-silicon alloy, Everdur®, for the inner 
sphere which contains the liquid oxygen. 
Everdur was selected because of its ready 
workability, corrosion resistance and high 
strength—a combination of properties 
which withstands the vibration and fatigue 
stresses aloft, plus the shocks associated 
with catapult launchings and _ carrier- 
based landings. 


For the outer sphere, a shell of highly 
polished, heat-reflecting Anaconda Copper 
was used to maintain the vacuum which 
keeps the liquid-state oxygen at the ex- 
tremely low temperature necessary. 


The ‘“‘vacuum bottle” shown above, 
when fully valved and charged, weighs only 
% as much as the heavy, cumbersome 
cylinder it replaces, and requires only a 
fraction of the space. Yet Supairco’s new 
product provides a high-flying, eight-man 
crew with all the oxygen it needs. 

Anaconda, through its subsidiary The 
American Brass Company, produces more 
than 100 standard alloys of copper, each 
providing its own combination of proper- 
ties. Special alloys are regularly devel- 
oped to meet specific applications. This is 
in keeping with the continuing aim of 
Anaconda research in the whole non- 
ferrous-metal field: Better ways to do 
things, in home and industry. 59178 A 
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Florizons 


THE DECISION PROCESS 
IN ADMINISTRATION 


T IS RATHER astonishing that we know so 
little about administration in view of the 
very extensive literature on the subject and its 
prevalence and importance in nearly all as- 
pects of modern life. This state of affairs is to 
be traced in part to the variety and complexity 
of the process we call administration. It is 
equally perhaps a result of the fact that no 
satisfactory framework has been found from 
which we may view the subject systematically 
and usefully for both scholar and practitioner. 
In consequence, there has been some dispo- 
sition to dismiss administration as an art and 
practice without substance, and to concentrate 
attention on the social sciences, notably eco- 
nomics, on the hypothesis that administration 
insofar as it has any scientific base is merely 
applied social science. 


Mr. Calkins is President of the Brookings Institution, 
Washington, D.C. This article is a condensation of the 
Addison Locke Roache Memorial Lecture, given at the 
Conference on Graduate Study in Business and Eco- 
nomics, Indiana University. 


IN PRACTICE 


By administration, I mean the direction of vol- 
untary groups in formal organizations for the 
attainment of a group purpose, as exemplified 
in business, universities, and other operating 
organizations. 

Much of the literature of business adminis- 
tration has traditionally been concerned with 
such specialized functions as finance, produc- 
tion, marketing, personnel, accounting, and 
control. This approach suffers from a preoccu- 
pation with procedures and practices for spe- 
cialized purposes, and usually fails to explore 
the common elements of the administrative 
process itself. 

More recent studies seeking the common 
functions of administration have stressed such 
essentials as defining goals, making plans, 
recruiting staff, allocating responsibility, co- 
ordinating activities, overseeing operations, 
stimulating personnel, and evaluating per- 
formance while providing for the future of the 


i 
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organization. This approach to the administra- 
tive process has its usefulness, but it is not the 


aspect of the subject I wish to explore. 


Restricting Elements 


If administrators are asked to nominate the as- 
pects of the task that are most time-consuming 
and frustrating to the exercise of their respon- 
sibilities, they will agree that they are preoc- 
cupied with distractions; with inconsequential 
little things that push themselves ahead of 
important issues; w ith the tyranny of the tele- 
phone; with the relentless flitting from one 
issue to another; with the ceaseless procession 
of interviews and ceremonials; with the pres- 
sure of circumstance and deadlines; and with 
the absence of time to collect one’s wits, much 
less to think or reflect. Only a superb or a hard- 
boiled administrator can cut through this daily 
morass to concentrate on the important re- 
sponsibilities that he cannot shirk. And yet 
this is the assignment we have created for 
those who direct affairs in this country. It em- 
phasizes everything but the most crucial—the 
process ol decision-making itself—and that 
must be practiced on the run or in afterhours. 

Decision-making is crucial in administra- 
tion because it is through this process that 
goals are set, plans are made, means are 
chosen, and policies and actions are deter- 
mined that affect both the internal organiza- 
tion and its external relations and often govern 
the effectiveness and success of the enterprise. 
In addition, it may be noted that the decision- 
making process is in many respects the princi- 
pal intellectual task and challenge to be found 


in administration. 


STEPS IN DECISION-MAKING 
The businessman seldom knows how he makes 
decisions any more than the golfer knows how 
he makes a good drive. A query by Fortune 


some time ago brought forth responses rang- 


ing from “I don't know,” to “Every time I stop 
to think I make 2 mistake.” We all know that 


countless decisions are made by time and neg- 


lect. I recall the advice of a college dean some 
years ago: “Don't be concerned about it; if it’s 
important enough, someone will do something 
about it.” 


Some decisions are made by custom and tra- 
dition. Others are made in response to pres- 
sures, or to escape other current difficulties, or 
to emulate others—or for less certain reasons, 
both relevant and irrelevant. Many decisions 
are essentially negotiated. They involve so 
many people, agencies, and points of view that 
the process of getting assent to a course of ac- 
tion almost defies description, and the reasons 
are too hidden and complex to be traced. But 
in spite of much bad and much complex 
decision-making, it can he demonstrated that 
in many affairs, and especially in industry, we 
have moved a long way toward a more con- 
scious deliberative appraisal of problems in an 
effort to improve results. It is this process that 


I wish to consider in some detail. 


However much they may be obscured or 
circumvented in practice, there are five gen- 
eral steps inherent in the process of rational 
decision-making. They are (1) to identify the 
problem and understand it; (2) to define or 
clarify the goals sought; (3) to pose alterna- 
tives for the attainment of those goals; (4) to 
analyze the anticipated consequences of each 
major alternative; and (5) to appraise the al- 
ternatives and choose. Let me elaborate. 


Identify the Problem 


Identifying the problem sounds like a simple 
task and sometimes it is; but most problems 
have to be discovered as well as defined. A 
plant breakdown presents a problem, but to 
anticipate and forestall a breakdown of opera- 
tions calls for warning systems that notify in 
time to identify the problem and to take ac- 
tion. In business, elaborate reporting systems 
are established so that current activities may 
be compared with standards of satisfactory 
performance. Note that I say standards of sat- 
isfactory performance—for the criterion is not 
a maximum performance, as the economist as- 
sumes, but something less than that, which is 
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more readily attainable and acceptable to the 
participants. 


In the flow of events, the adminstrator has to 
be alert to know whether a problem is develop- 
ing. An event occurs, perhaps outside the en- 
terprise. Until its meaning is known, its im- 
port to the management cannot be diagnosed. 
Management must have an elaborate system 
of communications to detect and interpret 
such developments. 


The interpretation of events is one of the 
major tasks in the application of knowledge. 
Its importance was suggested by Lincoln in his 
“House Divided” speech, when he said, “If we 
could first know where we are, and whither 
we are tending, we could better judge what to 
do, and how to do it.” As those who try to in- 
terpret day-to-day developments in business 
know, the import of a present situation is rare- 
ly easy to detect. 


When we ask for the meaning of some event, 
the scholar is disposed to explain it by showing 
how it arose, what caused it, and why. But for 
the practical man this is the smaller share of 
what he needs to know. He must know the fu- 
ture potentialities of the event, what it is likely 
to lead to. Since that usually cannot be fore- 
cast reliably, he wants to know the event's ca- 
pabilities, what it could lead to and how, 
under what conditions. Thus, he wants past 
experience distilled to yield not just broad uni- 
versal generalizations but also a great many 
special conclusions about how and why things 
behave as they do in different specified condi- 
tions. This will be of practical use to him. In 
biology, we have classified and systematized 
such knowledge far better than we have even 
tried to do in the social sciences. Vast amounts 
of information can be found about the behav- 
ior under different conditions of nearly every 
known form of life. Little such systematized 
knowledge exists in the social sciences. 


For many years, the prevailing view in man- 
agement was that if we got the facts, the solu- 
tion would be indicated. It was supposed that 
if the facts were obtained and analyzed, the 
cause of a problem would become evident; 


and by treating the cause, we would solve the 
problem. But few problems are resolved so 
simply. 

In the first place, getting the facts is often a 
large investigation in itself. What are the facts 
and the dimensions of the problem of waste in 
a plant, or in a university, or in our foreign aid 
program? To discover this calls for a major in- 
vestigation. When the facts are known, the 
causes of the difficulty are usually not appar- 
ent and must be discovered, often by testing 
hypotheses and experimentation. And when 
the causes are found, the question still re- 
mains: Are they the strategic factors through 
the control of which, or modification of which, 
a more favorable set of conditions can be cre- 
ated that will yield the results desired? 


Thus, the cause of a problem may be morale 
of staff, and the remedy may be a wholly differ- 
ent system of mechanization: My chief point, 
however, is that detecting, analyzing, and un- 
derstanding problems represents an elaborate 
and diverse process about which we know rel- 
atively little. We probably do it badly, but no 
one knows. 


Define Goals 


It is necessary next to define and clarify goals. 
The administered organization ordinarily has 
fairly clear continuing purposes and goals. Yet 
these are never wholly given; they are admin- 
istratively set and then are reaffirmed or neg- 
lected as time passes. The top administrators 
in charge inevitably give import to this system 
of goals and values, emphasizing some and de- 
emphasizing others. Any change in leadership 
is watched for its effect on that vague but well- 
sensed system of purposes, goals, and values 
by which the participants are expected to 
operate. One of the complaints in the early 
Eisenhower subcabinet was that no one ever 
told the members what the administration was 
for or what its operating philosophy was to be. 
That they had to discover from experience. 
Within an organization, however, problems 
seldom come with solutions or clear goals at- 
tached. The decision-maker must define the 
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specific objective that will yield the larger 
goals of the enterprise without excessive cost 
or other disadvantages. Such goals are not 
final; they are instrumental. From above they 
are seen as but means to an end; from below 
they are purposes to be achieved. The struc- 
turing of instrumental goals is inherent in all 
administration. 


Here the social scientist has let the man of 
affairs down badly. For the scholar has abjured 
the study of goals as beyond the range of scien- 
tific purity. All but a few of the most general 
goals that the administrator sets are instru- 
mental goals to some more ultimate purpose. 
His task is therefore that of choosing systems 
of intermediate ends and means that meet ac- 
ceptable standards of efficiency. Though the 
administrator does exercise value judgments 
in affirming or reshaping the purposes of the 
organization and the standards it will follow, 
a great deal of this so-called goal-setting is 
basically an economic problem of finding and 
choosing the most economical course of action 
for the attainment of desired ends. 


One is inclined to suspect that the social 
scientist shies away from many of these tasks 
not because they require value judgments but 
because they involve judgment and responsi- 
bilities for choice under highly uncertain con- 
ditions. It may be that a mistaken judgment 
arising from uncertainty, more than a mistaken 
choice of values, is what the social scientist 
fears. In any event, this whole area is an un- 
explored wilderness at the heart of every cen- 
ter of economic life. We have not yet learned 
how to think about goals, or how we structure 
them, or how ends and ancillary values be- 
come the criteria for appraising and judging 
alternative courses of action. No area of social 
science related to administration is in quite so 
primitive a state as this area of how to think 
about goals and how to organize them. 


Discuss Alternatives 


The posing of alternative courses of action 
for consideration is perhaps the most creative 
aspect of decision-making. But we must not 


overestimate the creativity actually shown. 
More ideas are in fact copied from other 
known experience than are generated de novo. 
A common practice is to discover what others 
do in similar situations and then do likewise or 
adapt such practices. Much effort is often ex- 
pended on surveys to find out what practices 
are followed, while too little effort is ordinarily 
expended to discover which practices yield 
the best results; the latter involves the adop- 
tion of a standard, appraisal, and judgment. 
Simon has pointed out that alternatives are 
not given, they must be sought; and no admin- 
istrator explores all alternatives, he explores at 
best only a few.’ 


Now we may ask how the administrator de- 
cides to rule out some practices and to con- 
sider others. With an objective defined and 
various standards of ethical conduct estab- 
lished as policy, a quick appraisal will show 
that some alternatives will not serve the com- 
bination of ends desired. Others will be found 
to violate ethical or other policy criteria and 
hence are ruled out. Still others are too uncer- 
tain and undependable to warrant adoption 
Some will seem promising; but to be effective, 
they would require other changes that are un- 
desirable. After considering a number of al- 
ternatives in a preliminary way, several may 
survive for more careful analysis and appraisal 
—or better proposals must be thought of that 
deserve serious consideration. 


Analyze Consequences 


The fourth step is to analyze the consequences 
of each of the principal alternatives. At this 
point, the social scientist is inclined to revive 
his interest, for he believes that his science can 
predict consequences—at least under specified 
conditions. The task soon proves formidable, 
however, for the social scientist cannot foretell 
the actual conditions that will prevail in the 


1 Herbert A. Simon, Administrative Behavior (2d ed.; 
New York: The Macmillan Co., 1957), pp. 67, 81; and 
Richard M. Cyert, Herbert A. Simon, and Donald B. Trow, 
“Observation of a Business Decision,” The Journal of 
Business, XXIX (October, 1956), 237. 
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future. He finds it risky to assume them. More- 
over, he finds that the administrator's problem 
is to foresee consequences under any of several 
possible conditions that may prevail. Here the 
social scientist is likely to retreat, insisting that 
since he cannot predict future conditions, he 
cannot reliably predict consequences. He cites 
an established dogma to this effect, and he be- 
lieves it. He therefore insists that he should 
leave the whole matter to the administrator 
who, in his sloppy way, is expected to operate 
in the loose and unscientific manner required. 


But I wonder if social scientists have really 
given this process the attention it deserves. 
The literature claims predictive powers for 
social science but none for social scientists in 
the real world. I wonder if the problem of 
prediction is properly represented? As I have 
observed, administrators do not predict the 
future; they postulate it, and ask how a given 
course of action will work and what results 
it will have under those postulated conditions. 
For example, by projection or extrapolation, 
they postulate a continuation of business 
about as it has been, using this or last year as 
a model for the future, or they assume a rate of 
growth or a recession in line with recent ex- 
perience. But prudent administrators seldom 
risk a major decision on the basis of results ex- 
pected under only one set of postulates. They 
also ask how this course of action will work 
if we have a war, or a depression, or,a boom. 
They postulate a number of contingencies and 
consider the consequences under each. They 
may, and sometimes do, fail to postulate the 
most likely future or the future that is later re- 
alized, but their several efforts are intended to 
come fairly close to any set of conditions that 
may emerge. 


On this basis, the social scientist could be 
more effective in exercising his abilities in 
tracing out consequences under alternative 
models of prospective conditions. Strangely, 
he has seemed reluctant to do this. One diffi- 
culty, I suspect, is his preconception that he 
must come up with a judgment for one course 


of action as superior to all others, when in fact 





there may be no such clear preference as be- 
tween several alternatives serving slightly dif- 
ferent objectives in contingent futures. 


Some will argue that there remain for the 
social scientist, even under a postulated fu- 
ture, insurmountable uncertainties rendering 
any statement of consequences too tentative 
for reliable choice. This indeed is a problem, 
and yet the administrator has ways of dealing 
with uncertainties. He does not insist on the 
impossible. He is accustomed to dealing with 
crude information having a wide margin of 
error. He is even accustomed to acting without 
information, if act he must. But he has devices 
of protection. He adopts measures that permit 
adjustment to change on what is now called 
the feed-back principle. He operates with 
some slack that allows him flexibility for ad- 
justment to unforeseen developments. He al- 
lows a margin of safety in his.profit objectives; 
he keeps personnel for possible future use even 
when he may not need it currently; he builds 
up a cash account for uncertainties, reserves 
of space, personnel, sources of raw mate- 
rial, and a host of arrangements that permit 
adjustments on short notice. He asks his 
lawyer to keep him out of commitments that in 
possible contingencies could be costly. He 
keeps his policies flexible and adjustable. The 
administrator spends a good deal of his time 
reviewing contingencies and building precau- 
tions against them into his commitments and 
his operating system. I suggest that social sci- 
entists have made the problem seem more 
unmanageable than in fact it is, and I suspect 
that this derives from our failure to look at the 
process carefully. 

To return to the analysis of consequences 
for a moment, we may ask how the analyst 
applies scientific knowledge. He uses the con- 
cepts, skills, and techniques of the scientist, of 
course. He may use scientific generalizations 
or established knowledge of relationships as 
major premises for deducing a priori conclu- 
sions. More often, I suspect, he employs such 
general knowledge of experience to suggest 
hypotheses to be checked for consistency 
against other knowledge. But precisely how 
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he uses the body of scientific knowledge avail- 
able to him is again an unexplored region. 

In spite of all that is assumed about the uses 
and applications of formal scientific knowl- 
edge (and here I refer mainly to the social 
sciences ), the literature is strangely devoid of 
explanation of just what is meant by applica- 
tion and how it is done. We all apply such 
knowledge; but I suspect that if we examined 
how we do it, we would be astonished at how 
different the process is from what we assume 
it to be. And most of us would be surprised at 
how flimsy and inadequate our methods are. 
Our confidence in the results would surely be 
shaken. But I know of no way to improve this 
process until we understand what is done and 
wherein the defects are serious. 


Appraisal and Choice 


The appraisal of alternatives is the fifth stage 
in the process of decision-making that requires 
scrutiny. The several alternatives chosen for 
consideration are presumably selected be- 
cause of their capacity to yield the results de- 
sired. But there are always incidental and 
secondary consequences to consider and, 
moreover, some courses of action ordinarily 
yield the desired results more effectively than 
others. Hence, the several alternatives must be 
appraised. 

The more promising alternatives at this 
stage have usually passed the test of scien- 
tific validity. On the basis of known causal 
relationships, they are expected to yield the 
results intended. They have also, as a rule, 
passed the test of ethical principle and estab- 
lished policy. They are acceptable on ethical 
and policy grounds. The final choice depends, 
then, on how well the alternatives serve the 
objectives of the enterprise or agency with re- 
gard to benefits and costs. 

The consequences of several alternatives are 
accordingly compared with the results desired 
or considered acceptable. These results and 
requirements become the criteria, or norms, 
against which comparisons are made. At times, 
modifications will be made in the proposed 


courses of action to yield better results and to 
avoid undesired consequences. The case for 
and against each alternative may finally be 
summarized in pros and cons. But it should be 
noted that pros are consequences regarded as 
beneficial, and cons are consequences judged 
to be unfavorable. Moreover, the pros and 
cons for no one alternative alone afford a basis 
for choice, for the relevant choice is not to ac- 
cept or reject a given alternative; it is to accept 
the most favorable alternative among those 
available. Thus, it is important to be reason- 
ably sure that the most promising alternatives 
are considered and appraised. 

The choice itself is an act of judgment; it 
amounts to a commitment if the decision is 
final, and it is therefore a judgment of high im- 
portance. But wherein does judgment enter? 

In the earlier consideration of alternatives, 
a judgment is made that each alternative 
chosen for study will yield reasonably well the 
primary results desired, and each alternative 
is judged acceptable by the ethical and policy 
standards of the enterprise as administered. 
A judgment is also made as to the conse- 
quences to be expected from each chosen 
course of action under postulated conditions. 
In the final appraisal, a judgment is made as 
to how well the consequences approximate the 
desired objectives and which alternative offers 
the most favorable combination of results. 
Some of these judgments are reasonably ob- 


jective; others are influenced more by personal 
value systems. 


The choice of a course of action often is not 
final, but must be approved by others—by 
higher officials, by a board of directors, by 
other parties, and so on. Here an explanation 
of the action proposed and the reasons for it 
are required, and often a defense of such pro- 
posals may be necessary. In my experience, 
the most effective presentations to boards of 
directors come from officers who explain the 
problem, review the several actions that might 
be taken, offer a definite proposal, and explain 
what results are expected from it and why it 
is a more prudent course to pursue than the 
others. The function of the board is not just to 
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approve; it is also to test the analysis by inquir- 
ing about contingencies and consequences 
that may have been overlooked or improperly 
appraised. In the end, the board may approve 
the recommendation or modify it to achieve 
the over-all purposes more effectively. 


CONCLUSIONS 


Let me review some of the major tasks in 
decision-making that deserve more study by 
social scientists. 

A very great effort must go into the gather- 
ing and interpretation of information. This 
covers not only regular reporting but also spe- 
cial investigation of expected problems to 
find out what the facts are, what the situation 
means, what its import for the future is, and 
what the nature of the problem is in fact. A 
large share of the policy-planning work of gov- 
ernment and of business is of this sort. 

The setting of goals and the clarification of 
objectives, as I have suggested, are often tasks 
of posing alternative ends-means systems in 
which the ends are intermediate or instrumen- 
tal to some more general purpose. No aspect 
of the decision-making process is less studied 
and less understood than this. The choice of 
instrumental goals that economically achieve 
a larger purpose is not the sort of value judg- 
ment that social scientists may justifiably rule 
out as beyond their province. Certainly, the 
expert can often indicate which ends-means 
systems are most economical on reasonably 
objective grounds. 

The posing of alternatives often leads to 
more fact-gathering, for it often calls for 
studies of what others have done in similar 
situations and what results were obtained. 
While the posing of alternatives affords oppor- 
tunity for creativeness and social inventive- 
ness, it also permits emulation and even slavish 
following of custom. 








It is in the analysis of the consequences of 
one course of action or another that the social 
scientist has his greatest opportunity to draw 
on the body of scientific knowledge and skills 
in his field. But it would’be an exaggeration to 
say that the art at this stage has reached a very 
high level of development. The naive views of 
social scientists on the necessity of forecasting 
rather than of postulating is testimony of this. 

The task of comparing alternatives and their 
consequences against some set of norms and 
requirements is often done in a slipshod way. 
Even the methods by which proper compari- 
sons should be made for reliable results remain 
a subject about which little is known and less 
has been written. 

In these areas are countless problems for 
research. The social sciences, especially eco- 
nomics, have important contributions to make 
if they will direct their attention to the neg- 
lected aspects of the decision-making proc- 
ess. But there is also an approach to problem 
analysis that needs development. Too often 
the social scientist seeks to play advocate 
rather than adviser, and this has added to his 
confusion about value judgments. 

I can illustrate this point best perhaps by 
considering the role of the economic adviser. 
His task is not to decide for the administrator 
or the public what final action shall be taken. 
His primary task is to lay before the adminis- 
trator the best alternatives open—to show him 
their consequences, how well they will attain 
the stated or assumed objectives—and leave 
the matter for the administrator to resolve. If 
the adviser’s recommendations are desired, 
they may be requested; and he should make 
clear the basis on which they are reached. It 
is not the function of the adviser to decide, so 
much as it is to lay a sound foundation for 
decision by others. 

In these areas there is ample room for sys- 
tematic study of how we apply knowledge and 
how we can better use it. 
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STOCK OWNERSHIP 
FOR EMPLOYEES 


Both employees and employers can profit from this new type of fringe benefit. 


HE Employee Stock Purchase Plans of 
. many companies are proving highly ef- 
fective in giving more and more Americans 
a direct ownership interest in our business sys- 
tem—bringing us nearer to a true economic 
democracy.” 

In those words, G. Keith Funston, president 
of the New York Stock Exchange, has summed 
up the growing popularity and significance of 
employee stock purchase plans in the U.S. 
business community. Indicative of this popu- 
larity is the latest New York Stock Exchange 
report on employee stock plans, which indi- 
cates that from 1947 to 1956 more than 150 
companies listed on the Exchange adopted 
such plans for rank and file employees. 

Employee stock plans are nothing new to 
American business; the basic concept of plans 
designed to help American workers become 


Mr. Agnew is Secretary-Treasurer and a director of the 
Sun Oil Company. 


part owners of the companies for which they 
work dates back to the turn of the century. 

Although the concept is not new, the pro- 
visions of employee stock purchase plans have 
undergone some rather drastic changes during 
the last decade. Many would probably be un- 
recognizable to the architects of plans offered 
to employees in earlier years. But the effect of 
the changes has been to make the plans more 
attractive to employees and employers alike— 
and this development explains the popularity 
stock plans are enjoying today. 

Before examining more closely the internal 
workings of employee stock plans generally, a 
look at the over-all development of employee 
stock plans over the years is in order. Com- 
pany experiences with some of the ill-fated 
early plans have played an important role in 
shaping the novel provisions of newer plans. 


1 “Stock Ownership Plans for Employees” (New York: 
New York Stock Exchange, 1956), p. 1. 











BOOM IN THE 1920’S 


The biggest boom in employee stock purchase 
plans ceme during the prosperous and specu- 
lative 1920's. In 1928, the National Industrial 
Conference Board reported that more than 
one million wage and salaried employees in 
the United States owned or were paying for 
over $1 billion worth of their companies’ 
stocks. It has been estimated that, in the peak 
of prosperity during this period, there were 
nearly 500 employee stock purchase plans in 
existence. 

How and why did employee stock plans 
achieve that kind of growth? There are two 
principal reasons: (1) employers were sin- 
cerely interested in encouraging workers to set 
up savings plans during this period of general 
prosperity, and (2) steadily rising wages and 
salaries resulted in rank and file workers’ hav- 
ing some income available for investment. In 
a 1933 report, a Princeton University research 
group summarized the background of the 
stock plan boom in this fashion: 

“It was a period [the 1920’s] when methods for 

encouraging employe savirrgs were important. 

Earnings, even in terms of real wages, had risen 

considerably and it was possible at least for the 

better-paid groups to save with more or less 
regularity. Many employers, genuinely con- 
cerned for the welfare of their workers, were 
anxious to help them build up such savings 
funds or investments as were possible. To many, 
stock ownership plans seemed admirably 

adapted to this purpose. They promised divi- 

dends at higher rates than savings bank interest 

and at the same time offered the possibility of 
increases in the value of the investment itself. 

The possibility of loss of any considerable part 

of the original investment, or the inability to 

liquidate securities quickly and without loss 
seemed, for the most part, unlikely in times as 
prosperous as the years preceding the end of 

1929,”2 

Unfortunately, what seemed unlikely prior 
to 1929 became an unpleasant reality in that 
year. When the stock market crashed, the 


“Eleanor Davis, Employee Stock Ownership and the 
Depression (Princeton, N.J.: Industrial Relations Sec- 
tion, Princeton University, 1933), p. 2. 
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majority of employee stock purchase plans 
crashed with it. Many workers saw their sav- 
ings wiped out almost overnight. Others were 
left with an obligation to keep paying for, on 
an installment basis, stocks whose value had 
fallen far below the payment price. Com- 
pounding the problem for many employee 
stock buyers was the fact that widespread un- 
employment following the market break 
forced them to liquidate their stock holdings 
at prices far below what they had paid. 


The stock of a major railroad, for example, 
sold to employees at 110 to 115 in 1925, fell to 
8% in 1932. Situations like this engendered ill 
feelings on the part of employees toward em- 
ployers—the direct opposite of the improve- 
ment in industrial relationships that was ex- 
pected to accompany employee participation 
in ownership. As a result, many of the early 
employee stock plans passed quietly out of 
existence during the depression. 

Today, with all of the advantages of hind- 
sight, we can pinpoint rather quickly the chief 
weakness of employee stock plans of that 
period. Despite management attempts to pro- 
vide some safeguards against employee loss, 
stock plan participants were in a vulnerable 
investment position under early plans. Many 
of the plans provided that employees purchase 
stock at a fixed price on a fixed day, and then 
pay for it over a period of years in fixed install- 
ments. The rigidity of these plans left little 
opportunity for adjustment to the changed 
market situation after the crash and thus 
spelled their doom. 

On the other hand, a number of plans that 
provided for company contributions to stock 
purchase and for the regular purchase of stock 
at market prices came through the depression 
years successfully. 

After the unpleasant experiences of the de- 
pression, business generally showed little in- 
terest in employee stock purchase plans in the 
1930's and early 1940's. A 1942 National In- 
dustrial Conference Board survey of 252 com- 
panies found only 21 active stock purchase 
plans; all but two of these plans had been 
established prior to 1930. 
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POSTWAR INTEREST 


Following World War II, the U.S. economic 
situation improved, and business interest in 
employee stock purchase plans steadily, if 
slowly, revived. Of the variety of factors that 
played a part in this revival of interest, four 
were particularly significant. 

Many management people had long been 
convinced that it would be beneficial both to 
the company and to the employee for the em- 
ployee to share in the ownership of the firm. 
With the U.S. economy on a more even keel 
and showing strong growth trends, many com- 
panies were encouraged to put this conviction 
into practice and offer plans for employee par- 
ticipation in stock ownership. 

At the same time, other managements, in 
the face of the growing threat posed to free 
enterprise principles on a number of fronts, 
were looking for effective measures to counter 
that threat. Some of them became convinced 
that widespread ownership of stock would be 
one of the most effective ways of strengthening 
our economic system, and that stock purchase 
plans for employees would help substantially 
in achieving this end. 

A third influence contributing to the revival 
of interest in stock plans grew out of the U.S. 
savings bonds payroll deduction plans that 
were widely used during the war years. At the 
conclusion of the war, many such plans were 
discontinued. (Many companies, however, in- 
cluding Sun Oil Company, have continued to 
make payroll deductions for bonds.) In the 
search for a substitute plan that would con- 
tinue to encourage employee savings, a num- 
ber of companies settled on stock purchase 
plans as a natural answer. 

Another consideration influencing manage- 
ment decisions in favor of stock plans has been 
the more or less steady rise of stock prices dur- 
ing the inflationary postwar years. Rising stock 
values led a number of firms to offer stock pur- 
chase plans as a means of helping employees 
hedge against inflation in their savings pro- 
grams. 

These and other factors have promoted a 
continuing growth in the number of employee 


stock plans initiated during the last decade. 
Although the number of active plans now in 
existence cannot be tallied precisely, it is esti- 
mated that the number covering rank and file 
employees now exceeds 250. 


TYPES OF STOCK PLANS 


No two employee stock plans are exactly alike. 
Individual companies have tailored their plans 
to meet their own needs, with the result that 
operating procedures differ widely. However, 
for purposes of discussion, we can identify 
three general types. 

First, and most numerous, is the straight 
employee stock purchase plan. Usually the 
company sets aside a specified number of 
shares of stock for employee purchase at a 
specified price—ordinarily at a discount from 
the market price. The employee decides how 
many shares he wishes to buy, and pays for 
them through payroll deductions. When pay- 
ment is completed, the stock becomes the 
property of the employee to dispose of as he 
wishes. Two distinguishing characteristics of 
this plan are (1) it does not operate continu- 
ously, and (2) the number of shares made 
available for purchase is limited to a stated 
quantity. 

A second type, offered less frequently, is the 
modified stock option plan. Although the stock 
option was designed primarily as an executive 
compensation tool, in recent years a number 
of companies have developed modified stock 
options for all employees. Under this plan, the 
company allots a definite number of shares to 
the employee, which he may purchase at a 
specified price, ordinarily somewhat below the 
market price. Funds to cover the purchase of 
stock are accumulated through payroll deduc- 
tions, but the stock is not actually bought until 
authorization is given by the employee. The 
employee is not obligated to purchase the 
stock unless it is to his advantage, and he can 
cancel the option at any time. 

A third type is the combination stock pur- 
chase and savings plan. This plan differs sub- 
stantially from the two above in that it is con- 
tinuing in nature, and it provides for direct 














company financial contributions to employee 
accounts. The company does not sell stock di- 
rectly to employees; instead, stock purchase is 
handled by trustees acting for the company, 
and stock is purchased on the open market or 
through private transactions at the current 
market price. Some plans provide that a por- 
tion of the money contributed is to be invested 
in U.S. savings bonds. In plans of this type, 
distribution of stock to employees is not made 
at the time of purchase, but is deferred for 
three to five years or until the employee retires. 


CASE STUDY: SUN OIL PLAN 
Sun Oil Company’s employee stock purchase 
plan provides an interesting case study of the 
continuing type of employee stock purchase 
plan with an added savings feature. 

Sun's plan was first offered to employees in 
1926. Unlike the great majority of its early 
contemporaries, however, the Sun plan has 
operated continuously and successfully since 
that time. Although the provisions of the plan 
have undergone some minor revisions over the 
years, they are still essentially the same as 
originally announced. 

Since the beginning, Sun’s plan has had a 
simple two-fold purpose: to encourage thrift 
on the part of employees, and to increase em- 
ployee interest in the business of the company. 
The original announcement of the plan in 
Sun's employee publication back in 1926 
stated it this way: 


“The stock ownership plan is for the benefit of 
employes who feel they should and can save 
part of their earnings by the purchase of Sun 
Oil stock through the accumulation of amounts 
set aside regularly. .. . The acceptance of the 
plan is entirely optional with each employe. 
There will be no discrimination for or against 
anyone because he does or does not partici- 
pate.” 


Sun employees and employees of specified 
subsidiary companies may participate in the 
plan after completing one year of service. Par- 
ticipants may contribute up to 10 per cent of 
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their basic annual compensation through pay- 
roll deductions, with the company contribut- 
ing an additional 50 cents for each dollar put 
in by employees. 

A new plan starts July 1 of each year, and 
each plan runs for five years. Payments are 
made into the plan only during the first year. 
During this payment year, the trustees use 
both employee and company contributions to 
purchase Sun stock at the lowest prices obtain- 
able on the open market. All stock purchased 
during this payment year is held by the trus- 
tees for the remaining four years of the plan. 

During the five-year life of the plan, em- 
ployees receive all cash dividends paid on 
stock credited to their accounts. However, all 
stock dividends are held in a surplus fund 
maintained separately by the trustees apart 
from employee accounts. Also included in the 
surplus fund are cash dividends on stock not 
assigned to participants, all shares received as 
a result of any split-up of stock with respect to 
shares already in the fund, and contributions 
by the company to the accounts of employees 
who do not complete the plan. 

An employee may voluntarily withdraw 
from the plan at any time. At withdrawal, he 
may elect to allow his account to stand open 
for the remainder of the life of the plan with- 
out further contributions, or he may elect to 
close out his account. If he elects the latter, he 
receives the stock purchased with his money 
and any cash standing in his account contrib- 
uted by him, but he does not receive stock 
purchased with the company’s contribution. 
He does not share in the surplus fund, except 
that he does receive out of the fund shares of 
stock issued by the company as a stock divi- 
dend on the stock purchased with his contri- 
butions, and stock split-ups and stock divi- 
dends relating to those shares. 

At the end of the five-year period, each plan 
is liquidated. At this time, each participating 
employee receives all shares of stock pur- 
chased with his contributions and the com- 
pany’s contributions, and a share of the surplus 
fund proportionate to the number of shares 
actually purchased for his account. 
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Beginning with the 33rd plan, initiated in 
1958 (which will mature in 1963), Sun em- 
ployees were offered a significant new option. 
The option provides that at the end of each 
five-year plan, an employee may, if he wishes, 
leave the stock purchased with company con- 
tributions and his share of the surplus fund in 
an irrevocable trust. If the employee so elects, 
these shares are retained in the trust until his 
retirement or other separation from the com- 
pany, or death. (However, in cases of unusual 
financial hardship, and with specific approval 
of the trustees, all or any part of the stock held 
in trust may be delivered to the employee. ) 

Each employee will have his own account in 
the trust, and all stock dividends or splits on 
shares in his account will be credited directly 
to that account. All cash dividends on stock 
held in trust will be paid directly to the em- 
ployee. 

The big advantage of the new trust feature 
is that it offers employees a substantial tax sav- 
ing. When stock is withdrawn from the trust, 


the employee will pay taxes at the capital 
gains rate on the company contribution rather 


than the straight income tax rate he would 
pay on liquidation at the end of the regular 
five-year period. 


Evaluation of Sun Plan 


Sun men and women have supported the em- 
ployee stock plan enthusiastically since its 
inception; participation has increased steadily 
since 1926. In that first plan, 1,499 employees 
signed up to participate. In the most recent 
plan, approximately 13,000 employees or 80 
per cent of those eligible enrolled. 

The percentage of employees staying with 
plans to the point of liquidation has also been 
improving. In the 1926 plan, about 50 per cent 
of those enrolled remained in the plan to the 
end. For the 1954 plan, liquidated on June 30, 
1959, the comparable percentage was 77 per 
cent. 

The return to employees under plans liqui- 
dated to date has ranged roughly from 1 to 1% 
additional shares for every share purchased 
with their own investment. The biggest return 


to participating employees occurred in the 
1945 plan, which returned to each participant 
1.76 shares in addition to each share purchased 
with his own money. (See Table 1.) Table 2 
shows the breakdown of the source of shares 
distributed in the plan liquidated on June 30, 
1959. 

As Table 2 shows, employee contributions 
bought 82,336 shares of stock, but employees 
actually received 161,118 shares of stock at 
liquidation—roughly one additional share for 
each share purchased with their own money. 
The market value of the 161,118 shares at the 


TABLE | 


Sun Oil Company Stock Purchase Plan 
(Covering all plans liquidated through 1959) 


Share 
Profit® 


12,625 1.48 
12,944 1.42 
9,119 1.34 
8,384 1.15 
14,119 1.05 
24,638 1.26 
21,572 1.46 
17,430 1.55 
15,023 1.25 
16,188 1.22 
16,982 1.00 
29,676 1.07 
30,464 1.08 
30,540 1.04 
36,807 1.16 
38,501 1.05 
43,375 1.40 
47,107 1.56 
59,455 73 
60,981 1.76 
85,900 1.7] 
104,587 1.55 
130,455 1.46 
141,601 1.42 
144,448 1.73 
130,257 1.60 
150,300 1.50 
179,639 1.47 
161,118 0.96 


Year Participants Number Shares 
of Plan at Liquidation 
1926 749 
1927 765 
1928 874 
1929 1,020 
1930 1,224 
1931 1,484 
1932 1535 
1933 1,806 
1934 2,274 
1935 2,709 
1936 3,204 
1937 3,589 
1938 3,786 
1939 3,898 
1940 4,097 
194] 4,322 
1942 4.111 
1943 4,077 
1944 4,706 
1945 5,308 
1946 6,347 
1947 6,931 
1948 7,071 
1949 7,906 
1950 8,094 
1951] 8,572 
1952 9,155 
1953 9,493 
1954 9,827 


in Liquidation 


® For every share purchased with their own investment, partict- 
pants in the liquidation of the stock purchase plan received this 
number of additional shares. 
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96 
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TABLE 2 


Sources of Stock Distributed to Sun 
Employees in 29th Plan, Liquidated in 1959 


Shares purchased with 


employee investments 82,336 
Shares purchased with 

company contributions 41,168 
Shares accumulated in 

surplus fund 37,614 


Total shares distributed to 
9,827 participants 161,118 
time of liquidation was approximately $10 
million. In all, more than 1,770,000 shares of 
Sun stock have been distributed to employees 
since the first plan was liquidated in 1931. At 
current market prices, the value of these 

shares would be over $100 million. 

Sun feels strongly that its employee stock 
purchase plan has served well the interests of 
both the company and its employees over the 
entire span of its existence. From the com- 
panys point of view, we see four clear-cut 
benefits: 


e By moving a substantial number of employees 
into the ownership group—almost half of Sun’s 
26,000 stockholders are employees—the plan 
has given employees a keener interest in the 
successful operation of the company, and has 
resulted in employees identifying their interests 
more closely with those of the company. 

e Because the stock plan offers employees the 
company’s direct financial assistance in build- 
ing up substantial savings, it has been a strong 
force in encouraging employees to remain with 
the company. 

¢ By helping employees accumulate savings, 
the plan has promoted financial stability—with 
resultant benefits to both employees and the 
company. The employee not plagued by finan- 
cial worries works more efficiently. 

¢ We feel that stock ownership has given our 
employees a better understanding of our busi- 
ness system, and of the responsibilities that our 
company owes to various groups. Particularly, 
we feel that it has helped employees under- 
stand the need for the company to earn ade- 
quate profits to provide and to attract from in- 
vestors the money needed for continued 
growth. 
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Employees have gained substantial benefits 
from Sun’s stock plan, too—as attested by the 
growing number of Sun men and women who 
participate in it. The principal employee bene- 
fits are these: 

e Through a combination of direct company 
contributions and regular savings through pay- 
roll deductions, the plan has enabled employees 
to build up savings that they would not have 
been able to accumulate through regular wage 
and salary payments. 
e The plan has encouraged employees to take a 
keener interest in setting up savings plans of 
their own—to use Sun stock as the basis for edu- 
cational funds for their children, for purchasing 
homes, for providing additional money for re- 
tirement years, and for other purposes. 

' @ The plan has to some extent helped em- 
ployees hedge against inflation, since their 
stock investments have generally increased in 
value with the rising price level. 


OPPOSITION TO PLANS 


Despite the steadily increasing number of em- 
ployee stock plans, some firms continue to 
view them with considerable misgiving. In 
short, these companies appear to feel that the 
potential disadvantages outweigh the demon- 
strated advantages. Frequently, such feelings 
can be traced back to direct experience with 
unsuccessful plans in the 1920's and 1930's. 

Some managements contend that if stock 
prices dip below prices employees paid for 
the stock under company-sponsored purchase 
plans, then ill will toward the company is al- 
most certain to result. Others argue that stock 
plans are an expensive headache to administer, 
because employees are unfamiliar with securi- 
ties and tend to handle them carelessly. 

Some companies are opposed to stock pur- 
chase plans on principle. They feel that an 
employer should not attempt to influence his 
employees in their selection of investments, 
and, furthermore, that employees should di- 
versify their security holdings and not put all 
of their investment eggs in one basket. 

In these pro and con discussions of em- 
ployee stock purchase plans, one point comes 
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through very clearly. In any employee stock 
plan, the employer should clearly point out 
that any type of stock investment has a risk 
quality. Stock prices go down as well as up, 
and employees should be fully informed about 
the nature of such investments before embark- 
ing on stock purchase. 


FUTURE TRENDS 


One of the noteworthy trends in employee 
stock plans today that is likely to be accentu- 
ated sharply in the future is the increasing at- 
tention being given to savings and investment 
plans as opposed to straight stock purchase 
plans. The number of savings and investment 
plans is still comparatively small, but observ- 
ers report that interest in them is growing 
rapidly. Although they vary widely in operat- 
ing procedures, all have several points in com- 
mon. Each provides that the company make a 
contribution to the employee's account, and 
each provides that securities purchased for the 
employee's account be held for varying peri- 
ods of time prior to being turned over to the 
employee. 

Some, like the Sun plan, provide for invest- 
ment of funds in company stock only, while 
some permit other types of investment. One 
innovation is the savings and stock bonus plan 
that has been introduced in varying forms by 
a number of firms. Here, employees authorize 
their employer to make regular payroll deduc- 
tions and purchase United States savings 
bonds with the money. The bonds are left on 
deposit with the company, and at the end of 
each year, the employee’s account is credited 
with a stock bonus proportionate to the pur- 
chase value of the bonds bought. If the bonds 
are left with the company for a given period 
of years, the company then turns over to the 
employee the bonus stock, the income accum- 
ulated from it, and the bonds. 

Variations of these plans provide that em- 
ployee contributions may be invested in pre- 
ferred stock, single premium insurance poli- 
cies, and investment company shares. 

All of the savings plans are heavily weighted 


toward safeguarding the employee’s invest- 
ment and thus avoiding any repetition of the 
unpleasant experiences that beset some of the 
early employee stock plans. In plans where in- 
vestment of employee contributions is limited 
to savings bonds, the employee is completely 
protected, except for the eroding influence of 
inflation on the value of the dollars saved. In 
other plans, sizable company contributions to 
the employee's account provide the employee 
with a wide margin of safety against any loss 
on his own contributions. Another common 
safeguard is the withdrawal provision that 
permits employees to back out of a plan at any 
time and get back the money that they have 
contributed. 

An additional built-in safety factor working 
for the employee in these plans is the fact that 
fixed sums are being invested regularly, re- 
gardless of the level of market prices. If the 
employee continues to make the same monthly 
investment over a period of time, fewer shares 
are bought for him when the price is high, and 
more shares when the price is low. Over a 
period of time, the cost of shares purchased 
under this method of buying—referred to as 
dollar-averaging—will always be lower than 
the straight arithmetic average of monthly 
prices. 

One of the newest developments in em- 
ployee stock plans is the growing number of 
plans that enable employees to invest in stocks 
of other companies of their choice as well as 
their own company. Most firms that offer such 
plans do so through the New York Stock Ex- 
change’s Monthly Investment Plan. 

Under these plans, employees set aside reg- 
ularly through payroll deductions a part of 
their earnings to be invested in stock. The em- 
ployer remits the payroll deductions periodi- 
cally to a securities broker. The broker then 
invests the money in any stock that the em- 
ployee chooses from among the more than 
1,200 stocks available under the Exchange's 
Monthly Investment Plan. 

The chief advantage of this plan to the em- 
ployee is that it enables him to buy securities 
with a relatively small monthly investment, 








and, through the regular investment of fixed 
sums, gain the advantages of dollar-averaging. 
One company that recently initiated such a 
plan points out that it is particularly advan- 
tageous for those employees who, because of 
inexperience with the stock market, had been 
reluctant to seek out a banker or broker for in- 
vestment advice. They can now invest in 
securities at a rate in keeping with their in- 
come, and in so doing gain confidence in and 
knowledge of the securities market. 

The New York Stock Exchange has reported 
that 10 firms now have stock purchase plans 
that permit employees to buy through the 
Monthly Investment Plan. An additional 20 
firms have requested information on setting 
up similar plans. 

Another development worth noting in the 
stock plan field is the growing interest unions 
are showing in stock plans as an employee 
benefit. Years ago, labor evidenced some oppo- 
sition to employee stock purchase, apparently 
on the basis that employees as owners might 
identify themselves more closely with man- 
agement than with the union. Today, however, 
such opposition seems to have largely dis- 
appeared. 

In 1956, in a case involving Richfield Oil 
Corporation, the courts ruled that employee 
stock purchase plans are subject to collective 
bargaining.* Now it is reported that some re- 
quests for employee stock plans are coming 


3 Richfield Oil Corporation vy. National Labor Relations 
Board (1956), 231 F. 2d 717. 


For THEY say, if money go before, all ways do lie open. 
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from the union side of the bargaining table. 
Perhaps a new direction in union interest in 
stock plans is indicated by the action of the 
president of a United Automobile Workers 
local who proposed scrapping a company sup- 
plemental unemployment benefit plan in ex- 
change for participation in the employee stock 
purchase plan. 

There is impressive evidence that both em- 
ployer and employee interest in stock pur- 
chase plans has been growing rapidly. Many 
compensation experts are highly optimistic 
about future growth, and say employee stock 
plans will continue to increase rapidly in the 
years to come. The combination stock pur- 
chase and savings plans have been called “the 
next fringe benefit that will sweep industry.” 

Others look ahead with more caution. They 
point out that the postwar increase in stock 
plans has occurred in a period of continuing 
prosperity and generally rising stock prices. A 
slowdown in the rate of our economic growth 
and falling stock prices in the future could con- 
ceivably have a sharp impact on employee in- 
terest in stock investments. 

On balance, however, I believe that em- 
ployee stock plans are headed for a period of 
continued growth. Certainly, Sun Oil Com- 
panys plan, now in its 34th year, is striking 
evidence that an employee stock purchase 
plan can operate successfully through good 
business years and bad with benefit to both 
employees and company. 





—Shakespeare 
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GERHARD R. ANDLINGER 


THE CRUCIBLE 
OF OUR BUSINESS CREEDS 


The choice: the classic capitalistic profit creed or the new emphasis on social responsibility. 


J T useEp to be that observers of the American 
business scene would comment with pre- 


dictable unanimity on its deep-rooted anti- 
intellectualism. Business’ concern is with ac- 
tion. The call for contemplation, although 
often sounded, has never been widely persua- 
sive; to speculate on the relationship of busi- 
ness and society has always been the faintly 
suspect, exclusive province of the philosopher 
and academician. 

Unfortunately, the question of business’ re- 
lation to society and the belief systems that 
propose an answer are of much more than just 
academic interest today. In the past we could 
be content with evaluating the adequacy of 
our business ideology for a game of economic 
solitaire, but Russia’s challenge has added the 
dimension of the arena—an arena in which the 
creed of the gladiators may well be the crucial 
equipment for survival. 


Mr. Andlinger is associated with McKinsey and Com- 
pany, Inc., as a management consultant. 


American management, finding itself in this 
arena, has to choose between the classical 
capitalistic profit creed on the one hand and 
the new creed of social responsibility on the 
other. While their respective philosophical 
consistency, their historical adequacy, and 
their political and social acceptability are im- 
portant, it is their utility that is most salient in 
the end. Their cardinal value lies in providing 
an ultimate framework and the final guidance 
to management. In the great controversy be- 
tween the two creeds, our apparent lack of 
concern with this question of usefulness is 
perhaps the greatest cause for disquiet. 


THE KEY AREAS 


There are five key areas in which the prag- 
matic aspects of our business ideologies need 
testing. We should determine: 
1 How well each serves as the ideological 
compass that is needed to inspire the direction 
of our national efforts in meeting the Russian 
challenge 














2 How well each provides management with 
the philosophy underlying the effective running 
of an enterprise 

3 How successful each is in going beyond the 
individual enterprise to furnish a logical and 
consistent explanation of the workings of the 
contemporary economy 

4 How well each allays the psychological 
stresses and strains incumbent on the executive 
role today 

5 How soundly each justifies to society the 
origin and legitimacy of corporate power 


In undertaking this crucible of our ideolo- 
gies, much of what will be said is critical of a 
good deal of the current thinking, writing, and 
practice. My dissent is stated emphatically and 
often without compromise—purposely so. My 
aim is not to ride with the Praetorian Guard of 
either creed but to stimulate some critical 
thinking and soul-searching. 


To define succinctly and with a large meas- 
ure of objectivity the classical ideology and the 
new orthodoxy is difficult. It is made difficult 
by the complexity and the vast span of ideas 
that are embraced; by the need to use words 
that have long been stretched to cover many 
shades of meaning; and by the considerable 
divergence of opinion among the prominent 
spokesmen themselves. 


To achieve a reasonable degree of common 
understanding at the onset, and without claim- 
ing to do full justice to either side, here is a 
wide-angle view of the two ideologies. 


Capitalistic View 


In the classic capitalistic view, the owners of 
the business enterprise occupy the central 
position. Their use of private property in any 
way they see fit, provided such use is within 
the bounds of legal and contractual obliga- 
tions, is held sacrosanct. Generally, the use of 
capital would be to obtain the maximum possi- 
ble long-term profit. Management is retained 
by the owners of the business, and its primary 
responsibility is to fulfill this stewardship func- 
tion. Employees, customers, and suppliers are 





THE CRUCIBLE OF OUR BUSINESS CREEDS 35 





groups to whom management has a contrac- 
tual obligation, and their demands are viewed 
as the constraints to the achievement of maxi- 
mum profit. 

The classic emphasis is thus on business as 
an economic institution. The mechanism of 
free competition assures that the pursuit of 
self-interest results in the maximum good for 
all. This maximum social good, therefore, 
comes about automatically through the proper 
and unobstructed operation of the system.’ 





New Orthodoxy 


The new orthodoxy, on the other hand, puts 
management rather than the owners in the 
central position. The focus of management's 
actions is the consideration of the public inter- 
est, with the pursuit of profit of secondary im- 
portance. Management has an equal responsi- 
bility for the welfare of owners, employees, 
suppliers, customers, and the public. Thus, the 
demands of these groups no longer conflict 
with the pursuit of profit, and management’s 
essential role is one of evaluating the merits of 
their respective claims and mediating among 
them—always putting public interest first. 


The new social creed, then, focuses on busi- 
ness as a social institution. Free competition is 
no longer an essential element because man- 
agement’s internalized social conscience as- 
sures the public interest. The maximum social 
good, therefore, is achieved by conscious de- 


sign.” 






THE ECONOMIC WAR 


The first test of our creeds lies in their respec- 
tive usefulness for fighting the economic war, 
for this is the long-term meaning of Russia’s 
challenge. As Allen W. Dulles, Chief of cra, 


1A comprehensive exposition of classical ideology is 
provided in The American Individual Enterprise System, 
Its Nature and Future (New York: National Association 
of Manufacturers, 1946). 

2 An elaboration of this view is provided by the editors 
of Fortune and Russell Davenport, “usa, the Permanent 
Revolution,” Fortune (entire February, 1951 issue). 
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said in a speech to the United States Chamber 
of Commerce, 


“Khrushchev's goal is catching up and surpass- 
ing the United States in per capita production 
within the shortest possible historical period of 
time. .. . The Soviet economy has been grow- 
ing and is expected to continue to grow through 
1962, at a rate roughly twice that of the econ- 
omy of the United States. .. . Certainly here we 
have the most serious challenge this country has 
ever faced in time of peace.”* 


Underlying this challenge is a hard and of- 
ten ruthless preoccupation with productivity, 
in many ways not unlike that of capitalism's 
practice of fifty years ago. It is a government- 
dictated management creed that prescribes an 
unequivocal “fish-or-cut-bait” philosophy for 
the group that is managing its economic re- 
sources. This is an adversary who is utterly in- 
tolerant of management mediocrity and of the 
inefficient use of resources. 

In our economy, we have vested the trustee- 
ship over the vast bulk of our nation’s resources 
and productive capacity in private manage- 
ment. This trusteeship puts the burden of the 
conception and employment of the weapons 
for this economic war on the American busi- 
nessman. Not only is this task his patriotic 
duty, not only is he singularly equipped to 
make this contribution; but if he fails to come 
forward, his trusteeship may be curtailed by 
powerful, unsympathetic forces. 

Before evaluating the usefulness of the two 
strands of business ideology in serving as the 
inspirational compass for the direction and 
nature of our defense, let me suggest the fun- 
damental criteria. Any belief system that 
guides us should (1) promote maximum vigor, 
growth, productivity, and efficiency in the use 
of our total human and economic resources; 
(2) ensure that the job is done “without de- 
stroying the freedoms that the West struggled 
for centuries to create and preserve’ ;* (3) con- 


‘New York Times, April 19, 1958. 
‘“Preparing to Fight the Economic War,” Business 
Week (December 27, 1958), Pp. 92. 


tain tenets that have the actual or potential 


support, or at minimum the acquiescence, of a 
large part of the electorate; and (4) be intel- 
lectually and emotionally influential in the un- 
committed countries of the world. 

In the light of these demands, neither creed 
is wholly satisfactory. I do not believe that it 
is asking the impossible for one belief system 
to fill all roles. Certainly, in the last century the 
capitalistic ideology fared well by all these 
standards. If a choice has to be made on the 
basis of utility, then I submit that the battle 
will be decided on how well we satisfy the 
demand for efficiency and productive growth 
without sacrificing our ideas of freedom. In 
concluding that the classical stand is superior 
to the new orthodoxy in this respect, I have to 
anticipate here conclusions that will emerge 
later in this article. The profit discipline has 
yet to find an equivalent in a free, unplanned 
economy. 

The weakness of the classical ideas, I be- 
lieve, is their failure to meet the test of public 
acceptance. Yet this failure must be viewed as 
wedded to management's past reluctance to 
fully exercise its public and political leader- 
ship role. Perhaps the classical creed could 
better meet this test if we substituted a con- 
certed, courageous attack for a whispered de- 
fense. 

The need for an acceptable ideology abroad 
remains largely unfilled. Our history overseas 
consists of a series of failures of our creed when 
confronted with the absence of a Western cul- 
tural tradition and with impatience of the long 
lead time of Western affluence. 


GUIDING MANAGEMENT 


With private management in charge of most 
of our nation’s productive resources, perhaps 
the. most significant test of our ideologies is 
their usefulness in guiding the efficient em- 
ployment of these resources. Lacking such 
utility, they represent little more than oratory. 
I would like to examine, in some detail and 
with examples from the current business 
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scene, three major aspects of top manage- 
ment’s function, weighing the pragmatic ade- 
quacy of our creeds in each. These three areas 
are: setting over-all objectives; deciding on 
the means to accomplish objectives; and re- 
warding the performance of people in the pur- 
suit of basic goals. 


Setting Objectives 


What should be the end objectives of an enter- 
prise? 

The classical capitalistic creed is emphatic 
in its affirmation of management's profit goal.° 
Such an orientation is regarded as the prereq- 
uisite to economic efficiency within the enter- 
prise and beyond that to the proper function- 
ing of the system. The attainment of the 
maximum long-term profit is the principal 
contractual as well as moral obligation of man- 
agement. 

The classical creed stresses the need and use 
of profit to finance growth, upgrade produc- 
tivity, support research and development ef- 
forts, and so forth. As a final major tenet, such 
conflicting demands as ethical considerations, 
remuneration of labor, and quality standards 
are regarded as constraints—as forces oppos- 
ing the striving for profit. 

So much for the old view. The new creed 
holds that profit should not be the principal 
goal of the enterprise. In fact, the striving for 
maximum profit is not only narrow-minded 
but is morally unacceptable as the core moti- 
vation for today’s top management. 

Management is held to have a series of re- 
sponsibilities that it has a duty to assume. The 
obligation to owners for a return on their in- 
vestment is on a par with obligations to so- 
ciety, employees, customers, and the public. 
Thus, conflicting obligations are no longer 
viewed as restrictions to the operation of the 
profit motive, but are viewed as having at least 
equal stature, with management's goal being 


5 For the comparative expositions of the two ideologies, 
I am drawing heavily on F. X. Sutton, S. E. Harris, C. 
Kaysen, and J. Tobin, The American Business Creed 
(Cambridge, Mass.: Harvard University Press, 1956). 











the achievement of a balance among fair 
wages, fair prices, and fair profits. 

There can be little doubt that the new social 
creed has displaced the old classical creed and, 
if we accept John Galbraith’s thought that “the 
hallmark of the conventional wisdom is ac- 
ceptability,”® then it surely has become the 
conventional wisdom. So let us re-examine the 
conventional wisdom by putting it to the test 
of some recent cases. 


e In seven years, a company in the construc- 
tion field rose from a volume of $20 million to 
$120 million. At the same time, the earnings 
per share dropped from $4 to less than $1—this 
in spite of substantial debt leverage. When the 
dividend cut came, a stockholder accused 
management of putting greed for volume be- 
fore return on investment. The president’s re- 
action consisted of engaging a public relations 
firm to improve stockholder relations. 

While this is an extreme example, it may 
only be extreme in that this company emi- 
nently achieved what a thousand others are 
still trying to do. 

e A large company in the electronics indus- 
try kept losing several millions annually on its 
television division, which represented half its 
volume. To get out of this field would have 
meant becoming a profitable medium-sized 
company instead of being an unprofitable 
large one. Only after four years in the red, 
when the company had come close to bank- 
ruptcy, did management decide to get out of 
the tv business. 

The need for clear and unwavering objec- 
tives is perhaps greatest when a company or a 
segment of it is running at a loss, and when 
management is faced with some agonizing 
choices. Who has not heard such justifications 
as: “Sure, we are losing money in Division A, 
but we are absorbing overhead”; “There is 
great strategic value in building this opera- 
tion”; “We may be running in the red, but we 
are enlarging a toehold in an important mar- 
ket”; “All we need to do is double volume and 


®John K. Galbraith, The Affluent Society (Boston: 
Houghton Mifflin Co., 1958), p. 11. 


‘ 
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our troubles are over.” While these reasons 
may sound convincing, they are rarely legiti- 
mate. 


Some of the diversification and acquisition 
programs of recent years provide good exam- 
ples of false goals. Sometimes the only dis- 
cernible common denominator of a series of 
moves appears to be that all the companies 
were mergeable. It remained for the disciplin- 
ing hand of the 1958 recession to point out to 
some managements the difference between di- 
versification and corporate kleptomania. 


It seems to me that these illustrations and 
similar cases that are all around us point up 
both the extent to which we are increasingly 
choosing size and volume for a primary goal 
and the consequences of this choice. And, al- 
though profitabilitiy and size need not be 
mutually exclusive targets, it seems that al- 
most to the extent that a company ceases to 
live for the former, it dedicates itself to attain- 
ing the latter. 


This rather prevalent confusion of goals re- 
emphasizes the need for a strong ideology. 
While in the past the lack of a clear profit 
focus may have been tolerated as a price of 
affluence, the age ahead may make it a luxury 
we can ill afford. 


Choosing the Means 


In this second area of top-management 
decision-making, I am primarily concerned 
with management techniques and tools for 


administration. 


If the old capitalistic creed were to address 
itself specifically to this area, it would prob- 
ably hold that management techniques are 
the means to an end and that that end is out- 
standing economic performance. I suppose the 
social creed would hold that part of the re- 
sponsibilities of the professional administrator 
would be to contribute to the progress and ad- 
vancement of the tools of his profession. 


Management's kit of tools holds many things 
such as electronic data processing, which has 
opened the electronic era in management. 


e A large company undertook a rather ex- 
tensive feasibility study and, on the basis of 
the results, decided that their operations were 
not suited to computers. Yet, within four 
weeks after their major competitor announced 
the purchase of a large machine, this company 
placed a similar order. The company’s last an- 
nual report prominently featured glossy color 
shots of their computer installation. 


e A well-known industrial company several 
years ago decided to start an operations re- 
search group. The first task this group was as- 
signed was to write articles for the trade press 
so that the company might become known for 
its progressive and scientific management. 


This may be an extreme case, but there is 
little doubt that operations research is just now 
recovering from a peak of popularity that 
made it a symbol of progress. Operations re- 
search might never have become a fad had it 
not been that a good number of managements 
felt that they owed themselves an operations 
research group in this age of scientific manage- 
ment. 

Management development is an example of 
more distant vintage. Even medium-sized and 
small companies, if they wanted to be modern, 
had to have a management development pro- 
gram. In this biggest management fad since 
World War II, the focus was to an almost 
frightening extent on having a program or a 
department. Without question, the develop- 
ment of future managers is of critical impor- 
tance to us. But how little thought was devoted 
to the core problem of nurturing tomorrow's 
business leaders; that is, providing the climate, 
the opportunity, and the challenges that ma- 
ture talent, courage, and vision! 

The list of examples could be long indeed. 
It might include decentralization, long-range 
planning, automation, motivation research. 
The point is that we are heading for an even 
faster succession of management fads and 
fashions unless we are able to regard these 
tools again as means to an end. When progress 
ceases to be goal-oriented and becomes an end 
in itself, it loses its meaning. 











Rewarding Performance 


Having determined basic objectives and 
chosen the means for their attainment, man- 
agement needs to motivate people for their 
pursuit. This function of rewarding perform- 
ance thus becomes the third phase in our look 
at ideology and management. 

In the old view, people in the business en- 
vironment were to be treated on the basis of 
performance rather than virtue, need, personal 
likes or dislikes, or other such criteria. In fact, 
in extreme versions, the old view held it to be 
erroneous to assume a moral obligation for em- 
ployees, as this would be in conflict with such 
basic American ideals as self-reliance, maxi- 
mum opportunity, and freedom of choice. 

The new orthodoxy holds that management 
has an abiding moral responsibility for the 
welfare of its employees. Management's suc- 
cess is to be partially judged by the relative 
success it achieves in promoting satisfying and 
harmonious human relationships among its 
employees. 

In putting these two ideological points of 
view to the test of some current examples, 
there is a great temptation to turn them into 
incompatible opposites, which, I sincerely feel, 
they are not. Clearly, there need not be any 
incompatibility between concern with people 
and concern for performance. Probably the 
most colorful and dramatic examples of man- 
agement practice in this area could come from 
the human relations movement. It could never 
have flourished into a cult had it not been for 
the ideological propositions of the social creed. 
However, this is not the place for a critique of 
human relations; others have done this suc- 
cinctly and persuasively.’ 

Here are several recent cases that may illus- 
trate some current practice in the motivating 
of people for the pursuit of objectives and the 
rewarding of performance. 


e In one division of a very large manufac- 
turing company, the corporate personnel de- 


7See Malcolm P. MeNair, “Thinking Ahead,” Harvard 
Business Review, XXXV (March-April, 1957), 15 ff. 
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partment took an attitude survey. The results 
showed that many people disliked their de- 
partment heads and that the division president 
was “too remote.” Corporate management se- 
verely chastised the division president for the 
low score, and the man in question began to 
spend a considerable portion of his time on 
office good-will tours to bolster his slipping 
rating. 


Perhaps many companies are more enlight- 
ened than to use such surveys as a method to 
produce Hooper ratings for management. It 
will undoubtedly come as a shock to those that 
do, however, to learn that there is often an 
inverse relationship between productivity and 
popularity rating. I am not suggesting that this 
is a universal truth nor denying that attitude 
surveys do represent some kind of thermome- 
ter, but only that they are a thermometer with- 
out a scale. And even if this thermometer were 


scaled, do we know that fever is the symptom 
of an ill? , 


¢ A medium-sized manufacturing company 
was looking for a new boss for its nine overseas 
subsidiaries. One of the candidates was a man 
with an outstanding record and an industry- 
wide reputation as a man who got things done. 
The company did not hire the man because 
one of his former employers reported that he 
did not get along too well with some of his 
fellow executives. Instead, they retained a 
man who had a rather unspectacular record of 
achievement but was liked by everyone. His 
record of “togetherness” remained unblem- 
ished, but sales declined 35 per cent in two 
years. 


¢ One large Midwestern corporation whose 
financial condition had been deteriorating for 
several years undertook to reorganize itself. 
The model for this reorganization was pro- 
vided by the example of their most successful 
competitor. When it came to filling the new 
boxes on the organization chart, the same peo- 
ple who had brought the company close to 
oblivion were named. It is no surprise that 
this exercise in musical chairs failed to accom- 
plish a turnabout. 






















40 BusINESs HorRIzons 


I am not for one moment making light of 
the difficult and painful nature of decisions 
such as these; on the contrary, their very 
agony calls for a firm ideological foundation. 
The present tendency is increasingly in the 
direction of neglecting performance as a yard- 
stick for reward and penalty. In its absence, 
the closeness of employees makes it doubly 
natural to favor them in preference to the re- 
mote and faceless stockholder. 


Final Evaluation 


What then are the conclusions that suggest 
themselves in this area of utility of our creeds? 

First of all, it would seem to me that a lack 
of a clear focus and a confusion of goals is basic 
to all three areas of setting objectives, choos- 
ing the means, and rewarding performance. 
We may well have already lost the perspective 
from which management's contribution to so- 
ciety needs to be viewed. And this contribu- 
tion lies fundamentally in the effective and 
efficient discharge of its economic function. 
This myopia has brought about the substitu- 
tion of secondary but publicly more accepta- 
ble goals to the pursuit of profit, which in our 
free economic system tends to reduce the effi- 
ciency of economic performance. 

The value of the old-fashioned creed lay in 
its prescription of an unequivocal and univer- 
sal yardstick for economic performance. Be- 
yond that, it provided the discipline that pe- 


nalizes mediocrity and inefficiency. At the very 


least, it makes management feel guilty about 
any serious departures from the creed. The 
new social creed, when seen in the pragmatic 
light of running an enterprise, pictures man- 
agement as confronted with a never-ending 
series of intersections rather than one single 
road. Its shortcoming is the fact that these in- 
tersections are unmarked! How far does one 
go in asking shareholders to bear losses to 
fulfill a social role? Equally serious as the 
dilemma of a lack of yardsticks is the fact that 
departures from the main economic road are 
no longer critically spotlighted, but are sanc- 
tioned and encouraged. 


Specifically in the area of choosing the tools, 
it would seem that we are increasingly coming 
to regard the means as ends in themselves. 
Much of what today comes under the label of 
progress, advance, or enlightenment appears 
to be inspired by the desire to acquire the 
trappings and the reputation of progress. If an 
ideology is to help us in regaining perspective, 
it would seem that the old, classical belief sys- 
tem is a more useful rein for management. 

In the area of people and performance, it 
seems that we are emphasizing the first to the 
detriment of the latter. It is true that funda- 
mentally we are in need of an ideology that 
recognizes explicitly the value and importance 
of the human element in business. This has 
been the great contribution of the social creed. 
Today, however, business thinking more than 
amply reflects the awareness of this factor, and 
business practice may actually be quietly go- 
ing beyond it. Thus, management’s need for 
guidance lies more in answering “How much” 
than “Whether or not.” Under the classic 
creed, it was the profit focus that provided 
management with a final yardstick and with 
a discipline. Is the new orthodoxy really 
more useful in its stressing of the moral re- 
sponsibility while it is silent as a measuring 
rod? For all its shortcomings of conjuring up 
the capitalistic exploiter of labor in this area, 
at least the orthodox creed was clear in putting 
responsibility to owners first and translating 
this into a performance-centered attitude to- 
ward employees. 

Finally, the perspective of the economic war 
suggests a basic thought for the weighing of 
the creeds on the corporate scale: It seems 
profoundly disquieting to advocate the dis- 
mantling of the profit creed without prescrib- 
ing a disciplinary equivalent. 


IN THE TOTAL ECONOMY 


In this third test, we move from the operations 
of an individual enterprise to an explanation of 
the meshing of the gears in the total economy. 
It is the test of how well each creed provides 





for a logical theory of the workings of the 
whole. 

The old capitalistic creed provided its ex- 
planation in the classical economic theory, 
perhaps most comprehensively stated by 
Adam Smith in his Enquiry into the Nature 
and Causes of the Wealth of Nations. This 
theory postulated that in a free-enterprise 
system a constant striving for maximum profits 
on the part of each enterprise would work for 
the benefit of society. With unusual forceful- 
ness, this philosophy demonstrated that a free, 
competitive economy constantly moved in the 
direction of the optimum use of all resources 
and thereby maximized the wealth of the na- 
tion. 

The cornerstones of this economic model 
were (1) management’s ceaseless devotion to 
profit maximization; (2) atomistic competi- 
tion; that is, a sufficient number of competitors 
so that no one could control or dominate a mar- 
ket; (3) conditions of easy entry; and (4) con- 
sumer sovereignty, or the consumer's oppor- 
tunity for maximum want satisfaction from his 
expenditures. 

All of these major assumptions are being at- 
tacked by the new social creed. The devotion 
to profit is denied its role as a central manage- 
ment focus and its role as the economy's major 
dynamic. In its place comes a set of diffuse re- 
sponsibilities to employees, customers, sup- 
pliers, and the public. Responsibilities to own- 
ers become weak and secondary. Edward S. 
Mason, reviewing the literature of the social 
creed, said, “Business is viewed as a kind of 
game in which profit has approximately the 
same significance as one’s golf score.”* 

The role of competition is questioned on the 
basis of economic concentration and oligop- 
oly, and the extreme proponents of the new 
school are ready to doom competition entirely 
in favor of industry planning. Weakened com- 
petition is held to serve neither its function of 


* Edward S. Mason, “The Apologetics of Managerial- 
ism,” The Journal of Business, XXXI (January, 1958), 7. 


This article contains an excellent analysis of the short- 
comings of the social creed in economic theory. 











THE CRUCIBLE OF OUR BUSINESS CREEDS 4l 





making for efficiency nor of providing for de- 
served and thus equitable rewards. 

The advancing technology and financial in- 
vestment required by modern mass produc- 
tion techniques are said to have made the ease 
of entry for new firms a myth. Finally, the 
supreme reign of the consumer comes under 
attack when the emphasis shifts from want 
satisfaction to want creation with the full ar- 
ray of advertising and mass communication 
techniques. 

The new orthodoxy—successful as its attack 
may have been—has failed to provide a substi- 
tute. Without the profit focus, how are re- 
sources allocated to their most productive 
uses? What becomes a fair profit, a fair wage, 
a fair price? How are prices determined in 
such an economy? Is management “balancing” 
its responsibilities when the enterprise is oper- 
ating at a loss because its other obligations de- 
mand it? Without the profit yardstick, what 
other roads to prestige will be opened, and 
what does this mean in terms of economic 
growth? Why not pay owners interest and do 
away with the board of directors completely? 
Without the restraining hand of competition, 
what countervailing power other than govern- 
ment remains? How much of a substitute is 
the corporate conscience of the professional 
administrator? What role do nonprice and in- 
terindustry competition play? If entry is in- 
creasingly restricted, what prevents “unethi- 
cal” companies from reaping the fruits of 
quasi-monopoly positions? 


What about the rather frightening prospect 
of thousands of thoroughly professional man- 
agers all administering their individual com- 
panies by following their individual social 
consciences in living up to antithetic and con- 
tradictory responsibilities? How this can re- 
sult in the greatest common good without an 
over-all national planning process, an ipso 
facto socialization of the economy, and the 
substitution of the manager by the public 
servant is difficult to rationalize. 

These are some of the questions that might 
be asked about the functioning of the aggre- 
gate under the social creed. There can be little 
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doubt, however, that the social creed’s attack 
has been successful in reducing the classical 
explanation to the status of a relic. The attack’s 
usefulness lies in pointing out changes in 
American capitalism and the corresponding 
need for revisions in our explanation of it. At 
the same time, a sober appraisal of the nature 
and extent of these changes would, I believe, 
largely deflate the case for an economic “revo- 
lution.” Out of such an evaluation might well 
come the rationale for a revitalization of classi- 
cism rather than its wholesale dismissal. 

For all its shortcomings of current empirical 
validity, the classic creed did have a reasoned 
explanation. The new orthodoxy is either silent 
or singularly unconvincing. Finally, it seems to 
me, a danger arises from having repudiated 
the classic explanation and having embraced 
the new creed as an individual corporate be- 
lief without realization of the new creed’s eco- 
nomic terra incognita. 


PSYCHOLOGICAL ADEQUACY 


The fourth test of our creeds concerns their 
psychological adequacy. Like other members 
of our society, the businessman is deeply 
bound by its mores and taboos. In his function 
as manager, he is subjected to a_ series of 
stresses and strains peculiar to his occupation. 
A creed’s psychological utility derives from the 
ways in which it can lessen and mitigate these 
special tensions. 

One aspect of our culture is its idolization 
of success, particularly occupational achieve- 


ment. This is the cause of deep-seated anxiety, 
which the old ideology intensified by stressing 
achievement and ownership control. The new 


orthodoxy’s professional manager appears to 
provide a more adequate rationale. 
Competition would certainly rank high 
among the causes of anxiety, particularly as 
implied in it is the constant need to refocus on 
shifting targets. A creed that de-emphasized 
the need for vigorous competition and shifted 
the stress to conducting the game via the 
“proper means—rather than stressing results 


—could certainly expect to gain greater favor. 
Among the yardsticks for performance, 
profit is the most uncompromising and imper- 
sonal. Return on investment is a great leveler 
that cuts across all types of businesses. With 
such a hard measuring rod, powerful pressures 
had to arise for more numerous and more ob- 
scure measures of performance. The new creed 
not only accommodates these pressures, but 
in turn tends to reinforce them by advocating 
not only additional yardsticks but also by 
denying the validity of profit as the central 
yardstick for economic performance. 

Capitalism’s inherent self-interest is prob- 
ably the single largest and most generalized 
source of uneasiness and tension. The pursuit 
of self-interest is condemned by our ethic and 
is considered an unworthy goal. Under the 
classical philosophy, management had to live 
with this onus of selfishness. The new creed 
denies self-interest as the central motive and 
substitutes living up to a series of social re- 
sponsibilities. 

Even this superficial discussion should suf- 
fice to prove that the new orthodoxy is vastly 
more appealing to management than the old. 
It is, from a psychological need standpoint, 
superior to the classical creed. 


POWER AND LEGITIMACY 


This fifth and final test is the one society ap- 
plies to the power groups within it. For our 
society has a strong heritage of curtailing ille- 
gitimate power. 

The last fifty years have seen the rise of our 
tax structure, the increasing, technologically 
dictated need for larger economic units, and 
the multiplied complexity of running an enter- 
prise. The corporation became the dominant 
form of business enterprise, and its pressure 
for capital increasingly fragmented ownership. 
Government regulation and interference, at 
first caused by business abuses and later by 
political expediency, began to extend far be- 
yond “maintaining the rules of the game.” All 
this plus the Great Depression meant the van- 
ishing of the capitalist. To the ever-increasing 
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number of managers who had little or no own- 
ership interest, this spelled an erosion and 
diffusion of the stewardship function to stock- 
holders and a manifold gain in power. And so 
society became uneasy about the source and 
legitimacy of this power. 

The capitalistic ideology emphasized that 
management is hired by the owners and that 
this is the source of legitimacy for its power. 
The new orthodoxy holds that the owners are 
but one of the groups that management has to 
answer to and, therefore, it can no longer 
maintain that this one group “elects” manage- 
ment. It had to find a new answer to the ques- 
tion of corporate morality. This answer was 
professionalism. 

While management's corporate conscience 
may be a highly effective and responsible in- 
strument even today,’ there are reasonable 
grounds for doubting that in the long run so- 
ciety will regard this a sufficiently strong de- 
fense against the misuse of power. 

The question of the danger of manage- 
ment’s embracing a series of social responsi- 
bilities has been raised by Theodore Levitt.” 
I have attempted to raise the question of the 
utility and practicality of attempting to live 
up to this multiple set of responsibilities. Car- 
ried to a logical conclusion, the new creed 
makes an arbiter out of management, and we 
ask it to fill this role as the judge of the fairness 
of conflicting demands without a code of law, 
without yardsticks. 

By stressing professionalism as the answer, 
we may well be overlooking the erosion of the 
internal corporate democracy. The board of 
directors in its role as a policy-making parlia- 
ment and ultimate review authority of man- 
agement’s executive decisions provided inter- 
nal checks and balances. Does the professional 
administrator really need, and beyond that is 
it even desirable that he have, the exercise of 
such ownership review? This question is more 


®See A. A. Berle, Jr., The 20th Century Capitalist 
Revolution (New York: Harcourt, Brace & Co., 1954). 

10 Theodore Levitt, “The Dangers of Social Responsi- 
bility,” Harvard Business Review, XXXVI (September- 
October, 1958), 41. 








than sheer polemics, for does not the achieve- 
ment of true professionalism logically obviate 
the need for a mechanism for removal of the 
professional by laymen? 

Some other dimensions of this are worthy of 
mention. There is the notion that a master’s 
degree of business administration should be- 
come the prerequisite for entering the profes- 
sion. Would it not be a serious error to limit 
entry into management in this or any other 
artificial fashion? With profit denied its use- 
fulness as a motivation and its role as the prin- 
cipal yardstick for performance, what about 
the stability and desirability of substitutes 
such as prestige, progressiveness, and profes- 
sional codes? 

By way of conclusion, let me submit that in 
general the new creed offers a more satisfac- 
tory rationale to society today for the origin 
and legitimacy of corporate power. In the 
long run, however, there seems to be consider- 
able danger in relying on professionalism as 
the only answer, particularly if it inhibits a 
search for other responsible avenues of private 
control. 


ON BALANCE 


A confrontation of two complex points of view, 
such as this has been, almost prescribes that 
the discussion be cast in blacks and whites if 
any conclusions are to be reached. This sacri- 
fice of fairness for clarity has not, I hope, 
brought about a bias in the portrayal of either 
creed. The majority of business practice, I am 
convinced, falls between its two ideological 
poles, the weight of public opinion being 
slightly to the left and the weight of private 
action slightly to the right. 

In guiding the defense of our civilization, 
the classical creed with its emphasis on hard- 
headed efficiency via the profit discipline 
seems more functional and appropriate than 
the social creed, even though it fails the tests 
of popularity and overseas appeal. 

As the ultimate guidance of the corporate 
manager in his day-to-day labors, the classical 
creed’s perspective of management's primary 
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economic contribution, its clear ranking of 
owner responsibility, and its uncompromising 
measuring rod may be uncomfortable, but it 
is certainly functional and utilitarian. The 
more elegant social creed leaves management 
“at sea without a compass.” "! 

In its rationale of the working of the econ- 
omy under a set of ideological doctrines, classi- 
cal capitalism with all its admitted anachro- 
nisms is at least consistent, workable, and 
complete. The new orthdoxy provides no such 
rationale. 

In the realm of psychological adequacy, the 
old philosophy tended to reinforce the pres- 
sures and strains of the business role, and thus 
the new orthodoxy must be termed superior 
psychologically in its denial of self-interest, 
competitive rigor, and clear-cut performance 
measures. 

Finally, while professionalism appears to be 
a sounder justification for power today, in the 
long run it may not be an unmixed blessing 
to management. 


These then are the results of the crucible of 
our creed, a crucible that applied the test of 
pragmatic utility in the spheres of defense, 
management, logic, the individual, and soci- 
ety. When the controversy’s pyrotechnics have 
fizzled out and when all the qualifying is done, 
these hard and sober facts remain: 

Our paradox is the existence of two business 
creeds, one of which is superior pragmatically 
and dialectically while the other is more ap- 
pealing and psychologically more satisfying. 

Our dilemma is the fact that neither wholly 
fulfills the role of a central creed of American 
business; a fact that is reinforced by doubts 
about either creed’s universal validity. 


't The American Business Creed, p. 358. 


Our need above all is to become more fully 
aware of the nature and extent of these defi- 
ciencies as a prelude to constructiveness. 

Our schism comes largely from our national 
preoccupation with the new. For while in 
process we are ready to attribute to the new 
creed stature as a full-fledged alternative, in 
retrospect we may well judge its major accom- 
plishment the highlighting of the classical 
creed’s shortcomings. 

Our failing is our ready willingness to de- 
clare the classic view obsolete. Its current rele- 
vance needs qualification, but in its notions of 
supply and demand, competition, efficient re- 
source allocation, and profit discipline, it, after 
all, provides the only model we have of a free 
economic system. 

Our search for a solution must, therefore, lie 
in the direction of a reinvigoration, a refur- 
bishing and an updating of classical ideology. 
This would seem vastly more promising than 
a search for the dialectic of the new orthodoxy. 

Our perspective in this search must come 
from a clearer realization of the meaning of 
our external challenge, even though the con- 
clusions may be uncomfortable. 

Our focus needs to return to the fundamen- 
tal contribution of business to society, even 
though this reaffirmation of the economic 
function demands a more ascetic view of our 
affluence. Above all, we need a return to a 


clear distinction between corporate philan- 
thropy and the management of an efficient 
enterprise. 


Our greatest difficulty is the avoidance of 
extreme views, for their true harm lies in ob- 
structing the search for an answer. 

Finally, our initiative in this undertaking 
must come from the business community un- 
less we wish government and labor to win 
the challenge for ideological leadership in our 
society. 





M. CarTER MCFARLAND 


Remaking America’s Cities 


City governments and businessmen are working together to solve the problem of urban blight. 


How much have they done, and how much can they do without outside help? 


HE Crisis of urbanism, compounded of un- 
Ty precedented growth in urban population, 
haphazard expansion of suburbs, and mount- 
ing congestion, obsolescence, and decay in our 
central cities, is causing alarm among thought- 
ful people everywhere. Not long ago the Com- 
mittee for Economic Development asked some 
of our best minds to choose the gravest eco- 
nomic problem that the United States will face 
during the next twenty years. A high propor- 
tion of them chose the economic, fiscal, and 
social problems growing out of the tidal wave 
of urban population increase that will engulf 
urban areas already afflicted with stagnation. 
In a lecture delivered in Pittsburgh last year, 
Dr. Luther Gulick, one of our leading experts 
on urban affairs, characterized our manifold 
urban problems as “symptoms of a new pattern 
of life,” the “growing pains of the new metro- 
politan age.” 


Mr. McFarland is Director of the Division of Economics 
and Program Studies, Office of the Administrator, U.S. 
Housing and Home Finance Agency. 
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TROUBLE IN OUR CITIES 


The facts support the prophets of gloom. In 
1850, 15 per cent of our population lived in 
urban areas. By 1900, the percentage had in- 
creased to 40 per cent; and by 1950, to 65 per 
cent. The forecasters agree that the population 
increase of 50 million coming during the next 
15 years will occur almost entirely in urban- 
metropolitan combinations. By 1980, as much 
as 75 per cent of our population may well be 
That our urban areas are ill- 
prepared to cope with this explosive growth 
must be obvious to all who have witnessed the 
problems—congestion; fast-spreading home, 
factory, and business slums; helter-skelter sub- 
urban sprawl]; shortages of schools, play space, 
water, sewer, and other public facilities—that 
plague nearly every city in America. 


urbanized. 


' Luther H. Gulick, “The Coming Age of Cities” (Sec- 
ond Annual Wherret Lecture on Local Government, In- 
stitute of Local Government; Pittsburgh: University of 
Pittsburgh, 1956), n.p. 
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The plight of our cities has far-reaching eco- 
nomic as well as social implications. Our 168 
metropolitan areas now contain the majority 
of the communities in the country. They also 
contain about two-thirds of our population 
and three-fourths of our manufacturing capac- 
ity. They produce about 90 per cent of our na- 
tional income. They furnish the setting in 
which most Americans live and seek their per- 
sonal and social satisfactions. The efficiency, or 
inefficiency, with which these urban areas op- 
erate as producing and consuming mecha- 
nisms has an important effect on our national 
prosperity. 

Roy W. Johnson, former Executive Vice- 
President of General Electric, estimated that 
urban traffic jams cost the nation $5 billion last 
year. “In the last 25 years,” Mr. Johnson said, 
“we have halved the time it takes to go across 
the country, and multiplied by two or three the 
time it takes to go across town.” Andrew Heis- 
kell, publisher of Life magazine and Chairman 
of action (The American Council to Improve 
Our Neighborhoods ), recently said: 


“No businessman building a new plant today 
—or expanding an old one—would be content 
with assembly lines which are not as up-to- 
date as modem technology can make them. 
Yet our city streets, which are the vital por- 
tions of business assembly lines which convey 
labor and raw materials into our plants and 
the finished products out of those plants, are 
so antiquated as to comprise the most signif- 
icant symbol of the decay of our cities.” 


The Committee for Economic Develop- 
ment, long an influential and constructive ex- 
pression of business leadership in economic 
affairs, has recently given recognition to the 
significance of urban areas in the national 


* Roy W. Johnson, “Urban Renewal—Investment in 
Your Future,” an address before the Des Moines Chamber 
of Commerce, September 20, 1957, p. 7 of mimeographed 
text. 

* Andrew Heiskell, “The Businessman’s Stake in Urban 
Renewal,” an address before the Pacific Coast Urban Re- 
newal Clinic conducted by action, October 18, 1957, pp. 
4-5 of mimeographed text 


prosperity by undertaking a comprehensive 
study of area development. Said cep Chair- 
man, Donald K. David: “Today, the economic 
growth of the country is being determined in 
large measure by local and regional programs 
for economic development. Conversely, much 
of the drag on our economic progress arises 
from unsolved problems of local or regional 
development.” 


Urban obsolescence also threatens the eco- 
nomic survival and fiscal solvency of the cities 
themselves. It is well recognized that commer- 
cial, industrial, and residential slums mean 
economic disaster and strangulation to the 
central city. They mean inefficient land uses. 
Traffic congestion and inadequate loading and 
customer-parking facilities lead to a deteriora- 
tion of business. In such areas, tax revenues 
are low and municipal service costs high. The 
situation creates a vicious cycle. Slums drive 
prosperous business firms and prosperous resi- 
dents to the suburbs, further accentuating the 
conditions that started the flight to the 
suburbs. This, of course, reduces tax revenues, 
further impairing the city’s capacity to remedy 
the situation. In 1953, the President’s Advisory 
Committee on Government Housing Policies 
and Programs summarized the situation thus: 


“The fact is that our cities are caught in a 
descending spiral which leads to widespread 
municipal insolvency. The accumulated and 
continuing spread of blight eats away at the 
assessable base of the cities. As the blight 
spreads, it is inevitably followed by crime, 
fire, disease, and delinquency. But the city’s 
ability to meet the increased budget is auto- 
matically impaired by the very blight that 
creates the demand. More blight, more de- 
mand for services, less revenues to meet the 
demand—that is the downward spiral in 
American cities.”® 


* Donald K. David, The Little Economies—Problems of 
U.S. Area Development (New York: Committee for Eco- 
nomic Development, 1958). 

° U.S. President’s Advisory Committee on Government 
Housing Policies and Programs, Recommendations on 
Government Housing Policies and Programs (Washing- 
ton: U.S. Gov't Printing Office, 1953), p. 109. 








THE ANSWER—URBAN RENEWAL 


In view of these facts, the national government 
in 1954 called for an all-out attack on urban 
blight through the renewal and refashioning 
of our cities. The new program was called 
“urban renewal,” and it was aimed at the 
causes as well as the consequences of decay. 
It contemplated a three-pronged approach to 
the problem: (1) slum prevention through 
neighborhood conservation and housing code 
enforcement, (2) rehabilitation of structures 
and neighborhoods worth saving, and (3) 
clearance and redevelopment of structures 
and neighborhoods beyond saving. 


To help communities carry out a compre- 
hensive assault on slums, Congress made avail- 
able a variety of federal aids. It-continued the 
federal financial assistance for slum clearance 
and redevelopment initially authorized in 
1949. It aided urban renewal through special 
FHA-insured mortgages for the triple purpose 
of stimulating private construction of redevel- 
opment housing on cleared land, private re- 
habilitation of individual dwellings in areas 
marked for this purpose, and private construc- 
tion and rehabilitation of low-cost housing to 
relocate families displaced in the slum eradi- 
cation process. 


The new tools made available in 1954 also 
included federal grants to help finance the 
planning and execution of urban renewal proj- 
ects contemplating the private rehabilitation 
of individual structures, grants to cover 50 per 
cent of the cost of general planning in small 
communities and metropolitan areas, and 
grants for urban renewal demonstration proj- 
ects. The law also contained the significant re- 
quirement that a community must have a 
“Workable Program” to mobilize its own re- 
sources for a comprehensive attack on slums 
before it could receive any of the various fed- 
eral aids for this purpose. This Workable Pro- 
gram was to include the establishment and 
enforcement of housing standards, neighbor- 
hood analysis, programs to rehouse displacees, 
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and the encouragement of citizen participa- 
tion. 


Cities Respond to Urban Renewal 


The President and Congress challenged the 
country to embark on a great and significant 
adventure—the refashioning of the face and 
function of urban America. Throughout the 
land, cities have responded to the challenge. 
As of December 31, 1958, 648 urban renewal 
projects were under way in 386 cities. They in- 
volved an estimated $1.8 billion in direct pub- 
lic costs and many times that amount in 
derived private expenditures. A total of 735 
localities had received federal approval for 
Workable Programs, representing a commit- 
ment to mobilize local resources for a compre- 
hensive and continuous attack on blight and 
its causes. A total of 856 small cities had re- 
ceived approval for federal assistance for 
planning, and metropolitan or urban planning 
grants had been initiated for 70 projects. 


The program statistics scarcely do justice to 
the widespread and significant activities being 
undertaken toward renewal of our cities. Ur- 
ban renewal has come to mean more than a 
program of federal financial aid; many impor- 
tant renewal activities are going forward 
without federal aid. Urban renewal has be- 
come a vital movement expressing the deter- 


- mination of Americans in all walks of life to 


improve their cities and metropolitan areas. 


Growing Support from Business 


That urban renewal seems destined to become 
more than a government objective and a plan- 
ner’s dream is due to, as much as anything else, 
the vigorous and constructive support it is 
receiving from business leaders in many cities 
throughout the country. 

Businessmen have been active on the na- 
tional front in conceiving and promoting 
urban renewal. A number of business leaders 
served on the President’s Advisory Committee, 
and James W. Rouse, Baltimore mortgage 
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banker, was chairman of the subcommittee 
that developed the blueprint of the urban re- 
newal legislation. Shortly after the passage of 
this legislation in 1954, businessmen played 
a leading role in the formation of acrion—a 
national nonprofit organization dedicated to 
the improvement of homes, neighborhoods, 
and communities and to the prevention and 
elimination of slum conditions. The Time-Life 
organization was instrumental in ACTION’s 
creation, and Mr. Heiskell has served as chair- 
man of its board of directors. AcTION has not 
only engaged in extensive and effective cam- 
paigns to alert American citizens to the threat 
of urban blight and to guide community ac- 
tion; it has also undertaken a much needed 
program of research into the causes and cure 
of slums. 


In city after city, businessmen have demon- 
strated corporate citizenship of a high order 
by putting their talents and the resources of 
their companies behind urban renewal. What 
has been termed the “Pittsburgh Renaissance” 
was sparked by a group of industrialists and 


business executives under the leadership of 
Richard Mellon. The face of downtown Pitts- 
burgh has been dramatically lifted by the 
Golden Triangle Project, a remarkable 325- 
acre redevelopment of the downtown business 
section, financed largely by private funds. 
Other accomplishments in Pittsburgh include 
a successful smoke abatement campaign and 
the construction of parks and parkways run- 
ning through the heart of town. Pittsburgh also 
has under way a 95-acre federally assisted re- 
development project, one of the largest in the 
country. 

In Cleveland, also, business leaders have 
made significant and essential contributions 
to urban renewal. They created the Cleveland 
Development Foundation, a nonprofit cor- 
poration backed by a $2 million revolving 
fund contributed by big business and small 
business, industrialists and merchants. The 
money is being used, as Thomas F. Patton, 
President of Republic Steel, puts it, “to supply 
initial jets of steam to start the turbines rolling 


on urban renewal projects.”* These jets have 
helped Cleveland’s government to develop a 
city-wide plan for improvement, to virtually 
complete its first large redevelopment project, 
and to embark on an extensive program of 
code enforcement and neighborhood reha- 
bilitation. 

For the successful beginnings of urban re- 
newal in Oakland, California, business leader- 
ship deserves much of the credit. The Kaiser 
Industries, whose home office is in Oakland, 
donated the full-time services of a company 
vice-president to spearhead this movement. 

In Baltimore, too, successful urban renewal 
has gone hand in hand with constructive par- 
ticipation by business leaders. A year and a 
half ago, the Baltimore business community 
established the Planning Council of the 
Greater Baltimore Committee—a private plan- 
ning agency set up independently of the city 
government but working with it. As James W. 
Rouse puts it: 


“This was an assertion by the business com- 
munity that we needed to establish a plan- 
ning function outside of city government to 
do bolder, more imaginative planning, per- 
haps, than we had a right to expect from the 
municipal planning agency, itself.”7 


One of the first products of this organization 
was the recently announced Charles Street 
Center Project, a plan for refashioning 22 acres 
of the heart of Baltimore’s business district by 
demolishing most of the buildings within it, 
closing one of the main business blocks, and 
creating a wholly new central core. The total 
project costs are estimated at $127 million. The 
city will put up only $17 million, the remaining 
funds coming from private sources. No federal 
funds will be used. 


® Thomas F. Patton, “The Businessman’s Stake in Ur- 
ban Renewal,” an address before AcTION’s Southeast 
Urban Renewal Clinic, Atlanta, Georgia, September 22- 
23, 1958, p. 8 of mimeographed text. 

7James W. Rouse, “Wanted! A New Vision for Ameri- 
can Cities,” an address before ACTION’s Southwest Urban 
Renewal Clinic, Dallas, Texas, May 5, 1958, p. 3 of mim- 
eographed text. 








Sears, Roebuck and Co. has taken vigorous 
steps to awaken interest in urban renewal and, 
through the managers of its far-flung chain of 
stores, to lend active support to local efforts. 
Theodore V. Houser, former Sears Board 
Chairman, recently summed up the attitude of 
his firm in these words: 


“Our policy is to recognize problems of na- 
tional or local importance, to devise plans for 
solving them that will help people help them- 
selves, and to contribute the money, interest, 
and energy needed to advance existing pro- 
grams or to set new programs in motion. 
These activities are based upon the clear and 
simple realization that our future success 
stands or falls with the economic health of 
America. Anything we can do to create a 
healthier and more prosperous America will 


7g 


therefore react to our advantage. 


PROBLEMS AHEAD 


The increasing urban renewal activity, both 
public and private, constitutes a significant 
and gratifying response to the crisis of urban- 
ism. But the battle is by no means won. Even 
when they are all carried to a successful con- 
clusion, the projects now on the drawing 
boards will scarcely make a dent in the vast 
stretches of decay and obsolescence that afflict 
our cities. The job is a staggering one; few 
have dared guess at its actual dimensions. The 
renewal of our cities will strain the energies 
and resources of government and private 
groups for years to come. 

Furthermore, the problem is not only one of 
money and effort. The tools and concepts of 
urban renewal need refinement, too. If urban 
renewal is to realize its promise, solutions must 
yet be found to some of the most crucial ques- 
tions. 


*’ Theodore V. Houser, “New Responsibilities of Man- 
agement,” The Sears World (Fall, 1957), p. 9. 
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Making Rehabilitation Work 


Both federal and local governments are heav- 
ily committed to the use of rehabilitation as 
an important tool in the comprehensive ap- 
proach to slum prevention and elimination 
contemplated in the Housing Act of 1954. Yet 
even its more ardent advocates will probably 
agree that the concept of neighborhood re- 
habilitation is only broadly defined and that 
there are significant gaps in our knowledge of 
how the process actually works. Neighborhood 
rehabilitation is, by its very nature, a compli- 
cated process involving (1) the city, which 
makes the plan, carries out such public im- 
provements as are necessary to restore the 
neighborhood, and encourages the private re- 
habilitation of structures through code en- 
forcement and other incentives; (2) the prop- 
erty owners, who are expected to find the 
means and the money to improve their proper- 
ties; (3) local financial institutions that, with 
the help of FHa’s special mortgage insurance 
for this purpose, must provide funds on terms 
that will make it possible for property owners 
to finance the necessary improvements to their 
properties; and (4) the contractors, who must 
be willing and able to perform a type of work 
in which there has been little previous experi- 
ence and which is made risky by the fact that 
both the extent and cost of residential rehabili- 
tation are difficult to estimate in advance. 


So far, no entrepreneural group has 
emerged in the field of residential rehabilita- 
tion to give to the process the drive it needs 
and to put the various elements of finance and 
construction into an intelligible “package” 
that the property owner can understand and 
act upon. Moreover, the mechanism for fi- 
nancing rehabilitation is as yet neither well es- 
tablished nor well understood by borrowers 
and lenders. There are uncertainties, too, 
about the legal authority of communities to 
enforce rehabilitation to a standard suffi- 
ciently high to reverse the downward trend of 
a neighborhood. 
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Code Enforcement 


The Commission on Intergovernmental Rela- 
tions observed in 1955: 


“The shocking neglect of many municipal 
governments in failing to enforce and mod- 
ernize existing housing and building codes 
has done much to bring about widespread 
conditions of urban blight and has resulted 
in governmental subsidies on an increasing 


scale.”® 

Many cities still have inadequate codes. Many 
more fail to enforce the codes they do have. It 
is one of the ironies of the urban decay cycle 
that the high values of slum property, and the 
high income of slum landlords, rest substan- 
tially on practices and conditions that are il- 
legal or would be so if proper housing codes 
existed. Thus, some of the inflated value of 
slum properties, which has to be written off to 
make redevelopment possible, is a value that 
would not exist if proper housing standards 
were enforced by the local government. The 
establishment and strict enforcement of hous- 
ing and neighborhood standards is a vital, 
but much neglected, ingredient of a compre- 
hensive program of urban renewal. Greatly 
needed is a recognition by cities of this simple 
fact and a strengthening of the will to do some- 
thing about it. 


Citizen Participation 


Successful urban renewal requires not only 


large doses of civic energy and vision; it also 
frequently requires citizens to surrender their 
immediate interests to the common purpose 
and the larger interest of an improved com- 
munity. Experience has demonstrated em- 
phatically that local citizens are prepared to 
sacrifice their short-range interests to the com- 
mon objective—but only if they thoroughly 


°U.S. Commission on Intergovernmental Relations, 


A Report to the President (Washington: U. S. Gov’t Print- 
ing Office, June, 1955), p. 227. 


understand the broader benefit that is at stake 
and have participated in shaping the common 
objective. A recent study by the Housing and 
Home Finance Agency of local progress under 
the Workable Program showed that cities that 
had effectively solicited citizen participation 
in urban renewal objectives found it politically 
possible to enforce their housing codes." 
Cities that had ignored their citizens found 
code enforcement impossible. Citizen under- 
standing and assent are equally essential con- 
ditions to the success of clearance and rede- 
velopment projects. Much more needs to be 
done not only to develop the techniques for 
bringing citizens into the urban renewal proc- 
ess but also to assure the widespread utiliza- 
tion of those techniques. 


What Kind of Cities Do We Want? 


Urban renewal aims at the remaking of Amer- 
ica’s cities. Yet the vision of what the city 
should look like and what functions its various 
parts should perform is still obscure. In his 
book, Renewing Our Cities, Miles Colean 
wrote in 1953: 


“If . . . efforts to create a more compatible 
environment are to be effective, men must, 
first, have reached some general agreement 
as to what kinds of cities they want. . . . To 
what extent, for instance, are we to advocate 
new towns as against skyscrapers; outlying 
plants and stores as against new industrial 
districts and downtown shopping? Our cities 
are in a state of flux, but the flow is one of 
cross currents rather than consistent direc- 
tion. We have not clearly decided what we 
want.”"! 


It seems evident that we need a new philos- 
ophy of the city—of its role, its physical char- 
acter, and of the appropriate functions of its 


10M. C. McFarland, “The Workable Program: Strengths 
and Weaknesses,” an address before the NaHRO Annual 
Conference, San Francisco, California, October 14, 1958. 
10-page mimeographed text. 

1! Miles L. Colean, Renewing Our Cities (New York: 
Twentieth Century Fund, 1953), pp. 9-10. 





various parts. We need a clear-cut set of urban 
objectives. Until these emerge, urban renewal 
will necessarily be a movement without defi- 
nite and clear-cut direction. 


The Metropolitan Problem 


Urban renewal is a local program, carried out 
by municipal governments. The problem is 
that the urban entity with which urban re- 
newal is ultimately concerned frequently ex- 
tends beyond the jurisdiction of the govern- 
mental unit carrying out the program. The 
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fractionalization of governmental jurisdictions 
is a serious impediment to the concept and ex- 
ecution of urban renewal programs that are 
as broad as the problem with which they deal. 


There is a great and growing ground swell 
of thought on the metropolitan problem. How- 
ever, the ultimate solutions are not clear and 
probably will not be for some years to come. 
It is hard to see how urban renewal can be- 
come as comprehensive as it should be until 
some governmental mechanism has been 
found for dealing with the matter on a metro- 
politan basis. 


II. Now, in determining the form of the aperture, we supposed 
the jamb of the door to be of the utmost height required for 
entrance. The extra height of the arch is unnecessary as an opening, 
the arch being required for its strength only, not for its elevation. 
There is, therefore, no reason why it should not be barred across 
by a horizontal lintel, into which the valves may be fitted, and the 
triangular or semicircular arched space above the lintel may then 
be permanently closed, as we choose, either with bars, or glass, 


or stone. 


This is the form of all good doors, without exception, over the 
whole world and in all ages, and no other can ever be invented. 


—John Ruskin 
THE STONES OF VENICE 
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INNOVATIONS 
IN MARKETING MANAGEMENT 


Wendell R. Smith | The Role of Planning in Marketing 


Anthony E. Cascino A Case Study in Marketing Management 


Sales Forecasting: 


William Lazer . 
Key to Integrated Management 
Y > oS 


THE three articles in this section are presented together because each 
is concerned with some phase of the marketing management concept, 
a subject of rising importance since the end of World War II. Some of 
the most astute observers of the business scene believe that basic 
changes in our whole attitude toward the marketing function can be 
traced to an emphasis on this concept. It is interesting that the thinking 
it embodies is not especially new or dramatic; most of these ideas have 
been with us for some time. The novelty stems from a new emphasis 
that makes the marketing function a central part of the business 
philosophy. 

Although there is some controversy about what, exactly, is a good 
definition of the marketing management concept, it can probably best 
be stated as it appears in the preceding paragraph: a new emphasis 
that makes the marketing function a central part of the business phi- 
losophy. At first glance, this may not look very exciting. But in recent 
years it has elevated the marketing function to the top row of organ- 
ization charts in a growing number of companies. Some of the most 
successful business organizations in the world put this emphasis at the 
core of the management structure. 

In addition to sharing a common approach, these articles have a 
similar background: They were all developed out of the 1959 meeting 
of the Midwest Economics Association at St. Louis, Missouri. Wendell 
Smith, Anthony Cascino, and William Lazer were the participants in 
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the market planning and sales forecasting program presided over by 
Robert V. Mitchell, University of Illinois, and Robert H. Cole, Uni- 
versity of Nebraska. Dr. Mitchell later helped with plans for these 
articles to be written and published in Business Horizons. 

All three authors have done extensive work in marketing manage- 
ment, and these articles reflect their very latest thinking on the market- 
ing management concept. Mr. Smith is a past president of the American 
Marketing Association. During a distinguished academic and business 
career, he has made numerous contributions to marketing theory and 
applied economic analysis. Mr. Lazer has contributed several articles 
on sales forecasting to leading journals. This most recent effort makes 
several important changes from his earlier writing. Mr. Cascino’s expe- 
rience includes service with the Office of Price Administration and 
positions as director of marketing for two of the nation’s leading 
appliance makers. 

We believe that this series will offer a fresh viewpoint to many read- 
ers who are responsible for making decisions in sales planning and 
strategy. Anyone active in marketing management will find some things 
that relate to his situation. For others whose interest in marketing is 
less special, these articles offer insight into a vital aspect of a strongly 
consumer-oriented economy. 
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THE ROLE OF PLANNING IN MARKETING 


ERHAPS the most important innovation Some of the more meticulous professionals 
being discussed in management meetings _ in marketing are also disturbed by an apparent ) 
and conferences these days is the marketing lack of precision in many of the statements ; 


management concept, sometimes referred to being made about this marketing concept— 
simply as the marketing concept. Marketing disturbed by the fact that its many proponents 
people, both teachers and businessmen, are are not in agreement as to just what the con- 
simultaneously pleased and puzzled by this cept means and implies. 


ve , ‘hey are pleased that at long 
Sven. Tay ne GONE Say ae PN At present, the so-called marketing concept 


appears to be an umbrella term used to de- 
scribe one, several, or even all of the following 
developments in the basic components of ef- 
fective marketing operations: 


last the necessity for a more professional ap- 
proach to marketing management and general 
management is gaining recognition. They are 
puzzled by the relatively sudden, almost ex- 
plosive, rate of acceptance of a philosophy 

1 A marked increase in the degree of market 
orientation of top management thinking. Specifi- 
cally, marketing considerations are increasingly 


neither new nor revolutionary to thoughtful 
students of marketing theory and practice. 
_ , , coming to provide the framework within which 
Mr. Smith is Director of Marketing Research and De- 2 I ; : : f d 
velopment, Product Planning Department, Radio Cor- other factors such as engineering, nance, an 
poration of America. manufacturing are positioned and analyzed. 
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2 An increased recognition of the importance 
of planning marketing activities in a systematic 
way and using marketing plans as the springboard 
for over-all plans and budgets. 

3 The emergence of the notion that innovations 
in marketing (new outlets, channels, and so on) 
are just as revitalizing as new products. 

4 A trend toward positioning marketing execu- 
tives in the organization structure in ways com- 
patible with effective market orientation and 
planning. 


Probably the last trend provides the most 
readily observable evidence that something 
new has been added. The appointment of di- 
rectors of marketing or vice-presidents for 
marketing who, in addition to the usual 
“downstream” responsibility for determina- 
tion of the marketing mix and directing mar- 
keting action, are also responsible “upstream” 
as members of the general management team 
shows that the marketing concept is more than 
just a currently popular expression. However, 
important as organizational recognition of the 
marketing concept may be, the success of the 
concept in increasing marketing productivity 
will depend largely on the second component 
—scientific marketing planning. 


MARKETING PLANNING 
Planning in marketing, in its broadest terms, 
may be thought of as the exercise of analysis 
and foresight to increase the effectiveness of 
marketing activities. Planning, therefore, is 
necessarily concerned with (1) the goals or 
objectives that the firm seeks to attain; (2) 
the operating system through which the firm 
is attempting to achieve these goals; (3) the 
quantity and quality of effort needed for their 
achievement; and (4) the firm’s capacity for 
generating this effort. 

This is not to say that, prior to the emer- 
gence and recognition of the marketing con- 
cept, marketing operations were necessarily 
fortuitous and unplanned. Perhaps the crucial 
point is that developments in the economy, 
and in society generally, have operated so as 
to stimulate the emergence of planning as a 


conscious or explicit function. Among these 
developments are (1) the increasing complex- 
ity of products, services, and marketing opera- 
tions and the environment in which they ex- 


ist; (2) acceptance of the expectation of 
change—substantial change—as part of the 
“normal” operating environment; and (3) our 
ability, through research, to identify and con- 
trol certain factors (images ) in the marketing 
situation. 

The recent period of business recession re- 
vealed the need for planning in some com- 
panies where that need had previously been 
concealed by the rapid growth caused by great 
technological advances or other external fac- 
tors. In other instances, the recession caused 
planning to be eliminated or put on the shelf. 
Because management identified the concept 
narrowly, planning was regarded as a tool of 
growth rather than as a rational means of 
achieving the most profitable adjustment to 
current and future market conditions, regard- 
less of the stage of the business cycle. 


MARKETING STRATEGY 


Much has been said and written about the 
sequence of steps involved in the development 
of sound marketing plans. The first step is usu- 
ally identified as the determination of the goals 
or objectives that are to be accomplished by 
the marketing action being planned. This is 
true only to the extent that the firm has the re- 
sults of a careful review of its present position 
as a foundation upon which to determine real- 
istic goals and feasible objectives. If the firm is 
not fully aware of the characteristics of its cur- 
rent position in the market, such preplanning 
analysis must precede the process of goal defi- 
nition. Hence, determination of goals and ob- 
jectives may turn out to be the second step in 
planning instead of the first. While it is often 
true that the mere identification and statement 
of goals and objectives puts the firm well on 
its way toward their achievement, it is like- 
wise true that those experienced in the plan- 
ning of marketing activities tend to approach 
this step cautiously. Alternative sets of goals 
and objectives are regarded somewhat in the 
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light of hypotheses to be tested, and the selec- 
tion of the appropriate alternative becomes 
an important product of the planning opera- 
tion itself. The feasibility of a goal can be 
evaluated only by review of the action plan 
necessary for its achievement. Therefore, in 
practice, the initial stages of the planning 
process may merge with the final steps in re- 
search and development until the criteria of 
feasibility have been satisfied. At this explora- 
tory, perhaps experimental, stage in the plan- 
ning process, strategy considerations become 
paramount as a true prelude to the develop- 
ment of the action plan that will finally 
emerge, complete with timetables, budgets, 
campaigns, and schedules for personnel de- 
ployment. 

There are many ways in which the nature of 
marketing strategy can be described. Regard- 
less of definition, however, marketing strat- 
egy is primarily concerned with the creative 
elements of a goal-directed marketing plan. It 
describes, in general terms, the basic elements 
of the way in which the firm plans to get from 
where it is to where it wants to be. Marketing 
strategy then becomes the central theme that 
integrates and co-ordinates the many and di- 
verse components of effort to be stipulated in 
a marketing plan. 


PLANNING OBJECTIVES 


It is worthy of note that the product line of to- 
day’s marketing planners is exceedingly broad. 
At any given time, a firm can have one big plan 
or many little plans. Plans may emerge rou- 
tinely, almost unnoticed, as the first stage of 
budgeting activities; or their development 
may represent a special, sometimes herculean, 
effort that has been triggered by anticipation 
of change in the firm’s marketing situation. 
However, the great majority of firms find that 
their planning activities result largely from the 
desire to develop rational programs to achieve 
one or more of several objectives. These objec- 
tives may be grouped into two basic catego- 
ries; the distinction between the categories de- 
pends on time considerations. 


The first group is comprised of objectives 
giving rise to recurrent and continuous plan- 
ning associated with appropriate procedures 
for control and evaluation. These objectives 
are: 

1 Enabling the firm to maximize profits for a 
stated operating period by increasing sales or mar- 
gins and/or by reducing marketing costs. This is 
the classical economic motivation that accounts 
for recurrent and regular attention to the planning 
function. 

2 Gaining or maintaining a desired share of the 
market. This is An objective that has emerged con- 
currently with the rise of imperfect and monopo- 
listic competition. 

The second category is made up of objec- 
tives giving rise to special (ad hoc) planning. 
Such objectives include: 

1 Bringing about a change that will influence 
the performance of marketing functions by means 
such as: 


a Improving the layout of a store or ware- 
house 

b Accomplishing a more appropriate geo- 
graphic allocation of sales effort 

c Installing a more smoothly operating mar- 
keting organization structure 


2 Preparing for the future by developing a pro- 
gram that will be activated when and if a specific 
contingency arises, such as: : 

a The lapse of a patent or franchise 

b Movement of competition in a particular 
direction 

c Release of a new product for marketing 

d A substantial change in the economic en- 
vironment 


3 Preparing for a major change in the direction 
or in the scope of the firm’s activities, such as 
would result from major construction, acquisition, 
merger, or entering a new channel of distribution 


Implicit in all of these planning objectives is 
acceptance of the idea that “flying by the seat 
of the pants” is definitély impractical and that 
there are still enough unanticipated hazards 
to make the future exciting even though full 
advantage is taken of all of the aids to planning 
that contemporary marketing research tech- 
niques can provide. 
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DEVELOPING STRATEGIES 


While, in my opinion, marketing strategies are 


inherently creative, this does not mean that 
the process of their generation depends on the 
availability of an inspired genius. As a matter 
of fact, an orderly method for developing stra- 
tegic concepts is one of the most basic aspects 
of the modern approach to marketing. In gen- 
eral, marketing strategies evolve from study of 
the firm itself, from study and analysis of com- 
petition, and from study of the market. 


As was pointed out earlier, the generation of 
marketing strategies essentially begins with a 
careful review of the present position of the 
firm in relation to competition and in relation 
to the markets that it serves. Such analysis re- 
veals rather quickly whether or not the strat- 
egy should be essentially defensive—that is, 
designed to compensate for and to correct 
weaknesses in the present operation—or offen- 
sive, in the sense of leading to plans designed 
to capitalize fully on the relative strengths 
or advantages that the firm enjoys. A defen- 
sive strategy might be one designed to elimi- 
nate a relative weakness, hence to increase 
profits, thereby increasing the profitability of 
an existing volume of sales. On the other 
hand, an offensive strategy would be oriented 
toward increasing profits by pumping addi- 
tional products through an existing marketing 
mechanism, hence producing disproportion- 
ately small increases in total marketing costs. 
While strategies may vary in terms of the de- 
gree of rationality that they represent, they 
necessarily provide the creative sense of direc- 
tion essential to planning. 


As contemporary economists have so elo- 
quently pointed out, many marketing strat- 
egies are developed with primary reference 
to the present and prospective future behavior 
of competition. Again, strategy may be essen- 
tially defensive insofar as it may be influenced 
by present or expected future competitive 
threats; or it may be offensively directed at 
points at which competition is or is expected 
to become vulnerable. Whether stated or not, 
such elements are probably implicit in most 
strategic concepts. 


From my point of view, the most important 
and fundamental marketing strategies are 
those directly related to the accomplishment 
of goals or objectives defined in terms of the 
market. Solid marketing research is the stuff 
out of which such strategies can be built. 


Much time could be spent in elaboration of 
the almost unlimited list of market-based strat- 
egies that could be developed and adopted as 
guides to the planning of marketing activities. 
Obviously, strategies generated from market 
study must be feasible from the point of view 
of the characteristics of the firm and competi- 
tion. Let us look at two examples of the ways 
in which market data may suggest an orderly 
method or approach to strategy generation. 


In the first place, analysis of trends in de- 
mand for present products or services is funda- 
mental. An unfavorable trend in demand sug- 
gests a choice between strategies designed to 
reverse the trend or to accept and adjust to the 
development. Similarly, a favorable trend sug- 
gests a choice of strategies concerned with 
how the firm can profit most from this happy 
state of affairs without overextending itself or 
producing imbalance in its situation. 


Second, analysis of market structure will re- 
veal whether or not the market is homogene- 
ous, a situation in which the requirements of 
consumers or users are very much the same; or 
heterogeneous, a situation in which individual 
requirements vary and hence would be im- 
perfectly satisfied by a limited offering to the 
market. In the first case, the situation of homo- 
geneity, one would logically follow a strategy 
designed to bring about the convergence of 
individual market demands on a single or 
limited offering to the market. This is usu- 
ally accomplished by product differentiation, 
achieved through advertising and promotion. 
On the other hand, if the market is heteroge- 
neous, it may be better to accept divergent 
demand as a market characteristic and to ad- 
just product lines and marketing strategy ac- 
cordingly. Such a strategy has been referred to 
as a strategy of market segmentation, which 
consists essentially of approaching a hetero- 
geneous market as if it were a group of smaller 
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homogeneous markets (market segments ) 
with differing product needs and preferences. 

This strategy also often involves substantial 
use of advertising and promotion, but the ob- 
jective becomes that of informing the market 
segments of the availability of goods or serv- 
ices produced or presented as meeting their 
needs with greater precision. Whereas a strat- 
egy of product differentiation may be classi- 
fied as essentially a promotional strategy or 
approach to marketing designed to produce 
the convergence of demand compatible with 
mass production, market segmentation is es- 
sentially a merchandising strategy. It subordi- 
nates the desirability of production economies 
to the desirability of simplifying the demand 
manipulation component of the marketing 
process. 


CONCLUSION 


To sum up, I have tried to suggest, first, that 
the hard core of the so-called marketing con- 
cept that is attracting so much attention today 


ANTHONY E. CAscINO 


— management is concerned pri- 
marily with translating concepts and 
theory into practice. While intelligent, organ- 
ized action always stems from a conceptual 
framework, management performance __ is 
measured by action and results. In this case 
study in marketing management, we delineate 
a problem, examine some factors that are per- 
tinent to it, and then discuss the management 
action and its results. The problem is not too 
different from some that confront almost all 
marketing organizations at one time or an- 


Mr. Cascino is Vice-President, Marketing Division, Inter- 
national Minerals & Chemicals Corporation. 





A CASE STUDY IN MARKETING MANAGEMENT 


is effective and scientific use of market plan- 
ning. Second, the first, and perhaps crucial, 
phase of the planning process—the prelude—is 
the generation of marketing strategies or stra- 
tegic concepts to provide the essential linkage 
between where you are and where you want 
to be by guiding the specifics of the planning 
operation in the appropriate direction. Finally, 
this creative component of planning—market- 
ing strategy—is developed by study of the firm, 
competition, and the market. Strategy pro- 
vides the vehicle for plans to enable the firm to 
move toward realization of its market oppor- 
tunity in ways that are feasible, because they 
have been designed only after full considera- 
tion of the firm’s strengths and weaknesses and 
the competition it must face. 

This, then, is the new marketing that is 
emerging—emerging as the logical outgrowth 
of the acceptance of marketing research and 
development as the partner of the technical 
research and development that is the pride 
and not (we hope) the despair of our times. 


other. The marketing strategy may not be par- 
ticularly unique, but it was a different ap- 
proach for the industry involved and it got 
excellent results. 

The problem was to plan and carry out a 
strategy of nonprice competition in the agri- 
cultural chemical industry. To appreciate 
fully what is involved, some knowledge about 
the company, the product, and the industry is 
essential. Our company, International Miner- 
als and Chemical Corporation, through its 
Agricultural Chemicals Division, sells phos- 
phate rock, triple superphosphate, and pot- 
ash to manufacturers of mixed fertilizers. 
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They, in turn, sell the finished products to 
dealers and farmers for application to the soil. 
The products are completely standardized and 
are sold on specifications. Phosphate rock is 
sold by grades and B.P.L. units; triple super- 
phosphate is sold according to available phos- 
phoric acid; and potash is identified as 60 per 
cent muriate. The physical appearance of the 
product offers no eye appeal. The purchaser 
is a technician; the salesman is a technician; 
the message is conveyed in technical terms. 
Until recently, the only responsibility as- 
sumed by us, as a supplier, was getting the 
product to the right place, at the right time, 
and at the right price. Beyond this, the cus- 
tomer ran his business and we ran ours. The 
only latitude for soliciting the customer's fa- 
vor was the salesman’s personal charm. 

fhis approach proved adequate for a long 
period of short supply. Perhaps the industry 
suppliers even tended to become a little care- 
less. In due time the market changed and be- 
came a buyer’s market with characteristic high 
capacity-to-demand ratios, inventory build- 
ups, and intensified competition. Manufac- 
turers were soon reminded that the supplier is 
beholden to the customer. The need was for 
a functional, tangible, and productive dem- 
onstration of our right to command the cus- 
tomer’s purchasing power. 


We believed that the most constructive pol- 
icy would be one that effectively promoted 
nonprice competition. This, of course, is not 
new or revolutionary; it is a policy assiduously 
pursued by a great many business entities. The 
trouble is that it fails in many cases. 


Probably the biggest cause of failure is the 
resort to nonprice appeals that are neither 
valid nor of significant benefit to the customer. 
As a result, the customer is left with no re- 
course but to seek the lowest price; that leads 


right back to destructive price competition. 


The primary prerequisite of a policy of non- 
price competition is the existence of certain 
discernible and desirable factors that are of 
real benefit to the customer. If these conditions 


are met, the customer is given a justifiable 
reason—almost regardless of price—for select- 
ing one firm’s products over another. 


LTHOUGH we are concerned with promot- 
ing nonprice competition in the sale of an 
industrial item, a quick look at the consumer 
goods field may be enlightening. In consumer 
goods, emphasis falls heavily on two main fac- 
tors—other than price—in appealing to the ul- 
timate consumer: brand stature and product 
superiority. The appeal is: “Buy our product 
because it is better than any other competing 
product and for these reasons.” With con- 
sumer goods, product difference forms the 
basis for nonprice competition. The ultimate 
consumer is neither concerned with, nor 
knowledgeable of, the technical specifications 
of the product. Superiority is usually stated in 
terms of benefits that will be derived from the 
use of the product such as “for whiter teeth,” 
“for cleaner clothes,” and so forth. 


To understand the necessity for a truly 
meaningful claim as an element of product 
differentiation, think back to the ridiculous 
appeals used by the television industry just a 
few years ago. Most firms were claiming prod- 
uct superiority because of tuning knob posi- 
tion: “Buy our set because our knobs are on 
the side”—or the top front, or on the top back. 
Partly because of this, prices tumbled, profits 
suffered, and companies were liquidated. All 
through this period, one company continued to 
command high prices and dispose of large 
volumes of high-priced models because they 
disregarded knob position and gave the cus- 
tomers remote controls that were functional, 
discernible, and desired. The conclusion, while 
obvious, deserves to be repeated: A product 
must have exclusive features that are of sig- 
nificant benefit to the ultimate consumer be- 
fore it can compete on a nonprice basis. 


In comparison to the make-up of the 
consumer goods market, the industrial goods 
field can look like a whole new world. Brand 
identification is often nonexistent and the cus- 
tomer is well aware of technical specifications. 













Here the development of nonprice competi- 
tion can be a Madison Avenue nightmare. 

Selling agricultural chemicals to manufac- 
turers of mixed fertilizers involves specifica- 
tions that apply to all products produced by all 
companies. Of course we firmly believe and 
will always claim that even though the specifi- 
cations are identical, our products are still 
superior. We have less dust, better particle 
size, and freer flow. But we are realists and 
recognize that our claims of product superi- 
ority—justifiable as they may be—are not 
enough to be the “clincher.” Their signifi- 
cance is not sufficient to cause the customer to 
favor us Over our competitors. In addition, our 
research shows that the customer accepts the 
claim of “good quality products” as the mini- 
mum for supplier performance. Although he 
will severely indict any supplier for producing 
a poor product, the customer places no pre- 
mium on the production of a quality product. 
He accepts this as standard practice. 
















lea company doesn't have the alternative 
of claiming product superiority—and if it is to 
avoid a mere price approach—only one other 
avenue is open. The company can lay claim to 
its own superiority. The products are the same, 
so the claim of product superiority is replaced 
by the claim of service superiority. In our case, 
we could justifiably talk about our abundant 
reserves and our reliability as a source of sup- 










ply, our superior production processes, our 
scientific quality controls, and a host of other 
factors that weighed in our favor. For many 
years these attributes were unique and of se- 
rious concern to the customer; they enabled 
us to secure a lion’s share of the business. But 
like most competitive advantages, these attri- 
butes tend to be neutralized through time. 
Competitors acquire adequate reserves and 
attain technical and production know-how. 
To claim reliability and dependability was no 
longer sufficient. We had to create new rea- 
sons for gaining the customer’s favor. 















To make certain we did not resort to mean- 
ingless claims of little value to the customer, 
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we decided to let the customer himself define 
the areas that were of significance to him. 
To preserve anonymity and to preclude bias, 
we employed a research agency to tell us what 
the customer wanted and needed. 

The survey showed that while the customer 
was still in need of technical service in how 
to make the product, he had an even greater 
need to know how to sell the product to farm- 
ers and dealers. The industry shift from short 
supply to excess capacity had made distribu- 
tion problems paramount. Our customers, the 
fertilizer manufacturers, were caught in the 
aftermath of a period of unusually strong de- 
mand in which they had little need to develop 
sophistication and proficiency in marketing 
and merchandising. Many were in desperate 
need of help. 

There was nothing vague about the areas 
where assistance was needed. The research 
people found five specific activities of greatest 
urgency. 









First, the customer wanted market analysis 
—help in determining the total potential of 
his market area and the relative potential of 
each county. 


Second, he wanted help in hiring, training, 
and paying salesmen. 

Third, he needed to learn more about adver- 
tising and sales promotion. 

Fourth, he wanted assistance in improving 
attendance and effectiveness at dealer and 
farmer meetings. 

Fifth, because transportation charges can 
often exceed the cost of the product, the 
customer wanted expert assistance in select- 
ing the most economical routes and media 
of transportation, in fighting freight rate 
increases, and in settling freight claims. 


This information provided a base for build- 
ing a strong nonprice promotion strategy. If 
we could find a way to fill these needs eco- 
nomically, we would give the customer power- 
ful reasons for selecting us as his supplier. 
Even without a physical difference in product, 
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we would be giving the customer a complete 
value package of which the product was only 
one part. And this package would not only be 
different, but also superior to anything being 
offered by our competitors. 


ae 
Io execute this plan, we decided that the 
focal point of the program would be our field 
salesmen. Arrangements were made to bring 
them into the home office for an extended pe- 
riod and give them thorough training in each 
of the five areas. By doing this, we hoped to 
change their status from order seeker to the 
preferred position of personal consultant and 
confidant of the customer on many phases of 
his business. In addition, to assist both our 
salesmen and the customer in the actual per- 
formance of any activity—such as market 
analysis or advertising campaigns—we would 
prepare a series of manuals on each of the 
These manuals would 
be down-to-earth books in the 
vernacular of the industry, posing problems 
and citing examples that are encountered ev- 


five areas of service. 
written 


ery day by our customers. The manuals would 
not supplant the services of the salesman; he 
alone could provide the services. The manual 
would have two basic purposes: first, to help 
the salesman serve the customer and to pro- 
vide a reference for solving problems when 


the salesman was not available, and second, to 
constantly remind the customer that the com- 
pany providing the manual was truly his part- 
ner in business. 

The strategy was formulated, but an im- 
portant element was missing. This element is 
absolutely essential if the marketing concept is 
to become a viable force in human affairs. We 
needed an appeal to the emotions. There 
would have to be a theme to give excitement, 
glamor, and spark to a marketing effort in an 
industry that usually lacked showmanship. We 
came up with something that might seem a 
little corny to the sophisticated—but it did the 
job. 

For dramatic impact, we decided to utilize 
a topic of high current interest and conversa- 


tional value. Since our program began after 
the launching of the first Russian Sputnik, we 
selected a space theme. Our program was 
called “International's Full Orbit Service,” and 
the added tag line was “Out of this world serv- 
ice—for down to earth results.” At our first 
meeting, our salesmen were exposed to a dif- 
ferent—to say the least—approach to industrial 
marketing. The convention hall was decorated 
in rockets, Sputniks, missiles, and spacemen; 
dazzling lights danced about the room in mo- 
tion and color; film clips with strong audio 
support set the mood; identification badges, 
place cards, agenda, and speeches all bor- 
rowed space jargon and symbols. Space dam- 
sels—looking very much like this planet's cig- 
arette girls—served as bearers of the props. 
The sales force was divided into competitive 
teams; prizes, rewards, and incentives were 


offered. 


This same theme was transmitted to the cus- 
tomer at various conventions and regional 
meetings and in advertisements and direct 
mail pieces. Over and over again one basic 
note was sounded: “Now from International a 
new kind of service to help you sell more mer- 
chandise profitably.” 


In the year since the full orbit program has 
been in effect it has become an established 
and independent part of our marketing pro- 
gram. The enthusiasm of company personnel 
has not waned; this is apparent from the doz- 
ens of ideas and suggestions for “Full Orbit” 
that come from all quarters. We have become 
a truly customer-oriented company, and our 
marketing concept is successfully translated 
into daily work activity. This spirit has per- 
meated our customer groups, and our image 
among them is one of productiveness and as- 
sistance—the company with a constructive 
program to help the customer through trying 
times. But the real proof of the program’s ef- 
fectiveness lies in the increase in new cus- 
tomers and over-all sales. The best evidence of 
its success is that full orbit will be greatly ex- 
panded during the coming year. 
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Sales Forecasting 


USINESS organizations are increasingly 
B adopting the marketing management 
concept. This philosophy of business opera- 
tion places greater emphasis on marketing 
planning and forces business executives to de- 
sign marketing strategies and program mar- 
keting effort to achieve realistic and predeter- 
mined objectives. 

Sales forecasting can aid management 
greatly in implementing the marketing man- 
agement approach. It is a basis for developing 
co-ordinated and goal-directed systems of 
marketing action. The sales forecast is one of 
the vital tools of marketing planning since 
adequate planning and the effective deploy- 
ment of marketing resources are based on sales 
forecasting data. 

Sales forecasting promotes and facilitates 
the proper functioning of the many segments 
of a firm’s total spectrum of business and mar- 
keting activities. It influences almost every 
other prediction of business operations. It is 
used in establishing budgets and marketing 
controls. Sales forecasts help determine vari- 
ous limiting conditions for management deci- 
sions and programs and are useful tools for co- 
ordinating the integral aspects of business 
operations. They provide bases for evaluating 
the functioning and productivity of various 
segments of business activity. They can guide 
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KEY TO INTEGRATED MANAGEMENT 





marketing and other business action toward 
the achievement of implicit and explicit ob- 
jectives. 

This article investigates three aspects of 
sales forecasting as a key to integrated man- 
agement action: (1) sales forecasting as a 
component of the marketing planning process, 
(2) sales forecasting as a focus for integrative 
planning, and (3) the basic components and 
procedures of a comprehensive sales forecast- 
ing program. 


IN MARKETING PLANNING 


Figure 1 illustrates the strategic role of sales 
forecasting in gathering information for mar- 
keting planning. Effective planning of market- 
ing activities can be achieved only if adequate 
marketing-related information is available. 
Marketing planning is concerned with the ap- 
plication of analysis and judgment to available 
information and the prediction of likely oc- 
currences and trends during some future 
period. 

Marketing-related information can refer to 
either the past or the future. Information 
about past activities is often referred to as 
factual information. Information about the fu- 
ture is anything but factual, and might be 
characterized as assumptive. Past information 
is available to every business if it has an ade- 
quate record-keeping process. It is also avail- 
able from other secondary data sources, such 
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as information reported by governmental bu- 
reaus, university research bureaus, and trade 
associations. Past information may also be as- 
sembled through the use of various primary 
data-gathering research tools, such as surveys 
and experiments. 

Future information requires the utilization 


Figure 1 


Short Run (up to 1 year) 


Intermediate (1-5 years) 


Long Run (more than 5 years) 
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Increasing Error 


of forecasting techniques and processes. Nev- 
ertheless, it is based on past data and is usually 
the result of the application of predictive tools 
to available past information. 

Whenever a business gathers future data, 
varying degrees of error are bound to exist. 
Regardless of the forecasting techniques used 
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and the degree of sophistication achieved, fu- 
ture conditions will always deviate to some de- 
gree from the predictions of the forecasters. 
Thus, management must expect future infor- 
mation to contain some error. 


For effective marketing planning, both 
types of information must be available for 
executive use. From a planning and decision- 
making point of view, future, or nonfactual, 
information may be more significant than in- 
formation about the past. This becomes clear 
if one considers that plans and decisions made 
today are actually based on executive expecta- 


tions of what will happen during some future 
period. 


If we consider sales forecasting from the 
point of view of furnishing marketing-related 
information, we can state that management 
gathers information as a result of two com- 
plementary processes: feedback and _ sales 
forecasting. Feedback consists of relating 
information about past events and relation- 
ships back to management. Through the use of 
such factual data, management can adjust ex- 
isting operations and plans and thereby im- 
prove the effectiveness of all business action. 


Sales forecasting furnishes management 
with information about what market condi- 
tions will probably be like during a future 
period. Management can then use this infor- 
mation as a basis for planning broad company 
goals and the strategies to achieve them. 
Sales forecasting data are used in establishing 
various types of potential volume and profit 
targets that become the bases for guiding and 
controlling operations. 


Past and future information, however, are 
constantly blending. A sales forecast, although 
it furnishes future information, eventually 
takes the form of feedback information. Once 
this happens, a comparison may be made be- 
tween actual and forecast sales for a specific 
period. Through such an audit, deviations may 
be noted and explanations sought for them. 
This information can, in turn, help refine the 
assumptions about future sales forecasts and 
increase the total effectiveness of the fore- 
casting procedure. 


The various predictions made may take the 
form of short-run sales forecasts of less than a 
year, intermediate forecasts of from one to five 
years, and long-run forecasts for periods of 
more than five years. Generally, the longer 
range the predictions, the greater the fore- 
casting error. 


IN INTEGRATIVE PLANNING 


Another facet of sales forecasting and its role 
in marketing planning is its position in the in- 
tegrative planning process. A sales forecast 
is a useful tool for integrating the external 
business environment with the internal forces 
of the company. It reduces to workable 
management dimensions the external business 
environment over which management has rel- 
atively little control. It delimits those con- 
straints that establish the boundaries within 
which a company must make decisions and 
operate and translates them into company pro- 
grams. 

Figure 2 portrays sales forecasting as an aid 
to integrative planning. It indicates the con- 
trollable, partially controllable, and noncon- 
trollable factors that management should inte- 
grate and take into account in making effective 
sales forecasts. 

The noncontrollable forces determine the 
broad environmental limits within which the 
company will operate. These factors include 
cultural forces, the economic environment, 
demographic forces, political factors, ethical 
and social forces, and various international 
conditions. They cannot be influenced to any 
degree by company action; at best, they may 
be recognized and appraised in an intelligent 
manner. 

On Figure 2, broken lines separate the com- 
petitive environment and technological fac- 
tors from other noncontrollable factors. This is 
to indicate that management action may have 
some influence over at least these two external 
forces, which are considered partially control- 
lable factors. However, even though company 
action can affect competition and technology, 
the forces beyond company control generally 
have a more significant impact. 
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As forecasts become longer run in nature, 
the necessity of recording the existing external 
climate becomes more imperative since, in the 
future, it will be these noncontrollable factors 
that set the over-all constraints and boundaries 
within which companies survive and grow or 
fail. Through an evaluation and projection of 
external forces, management attempts to make 
realistic assumptions about the future envi- 
ronment. These assumptions about noncon- 
trollable and partially controllable factors are 
the foundations of sales forecasts, and intelli- 
gent sales predictions can be made only by 
implicitly or explicitly assuming relationships 
about these factors. 

Management should not consider this initial 
step of determining the external company en- 
vironment as merely a theoretical exercise that 
is of little use in practical sales forecasting. 
The external variables are factors that must be 
dealt with practically and realistically. Their 
influence cannot be ignored. 

As an example of the importance of external 
forces, consider the development of a con- 
trolled shopping center. Several years may 
elapse from the initiation of the original idea 
and the first inquiry concerning site location 
until the actual opening of the center. Choices 
must be made from among alternative sites, 
and considerable negotiations may follow to 
obtain the property and construct and finance 
the center. Then there are a host of operating 
details to attend to, including the actual leas- 
ing of stores. 

The profitability of the total investment and 
the sales realized by retail stores in the shop- 
ping center will be affected by external forces. 
Existing and potential competition, for exam- 
ple, can have great influence on future sales. 
Demographic and economic forces in the form 
of population shifts and income trends will 
shape the retail sales potential of the center. 
Existing and potential industrial development 
of the surrounding territory will influence em- 
ployment and income and will be reflected in 
marketing opportunity. 

Municipal, state, and federal regulations 
will have an impact on future pricing tactics, 


on the use of various promotional devices in- 
cluding trading stamps, on store hours, and 
even on the types of merchandise that may be 
sold in particular kinds of stores. 


Other examples could be presented con- 
cerning such industries as wood products, 
chemicals, mining, petroleum, transportation, 
the power industry, and communications. 


After determining the external business cli- 
mate for a future period, the sales forecaster 
must estimate the impact that internal busi- 
ness factors will make on potential markets. 
This involves an evaluation of those factors 
over which the company has direct control. 
They can be adjusted over the longer run by 
the company itself. 


For an effective forecast, the company’s 
know-how, its financial position, the plant ca- 
pacity, the material resources and personnel 
available, and the company’s reputation, im- 
age, and position in the market place must all 
be evaluated. The market position that a com- 
pany eventually earns and the sales that it 
achieves will depend on the impact made by 
the internal business factors as they are com- 
bined into planned management programs 
carried out within the external business sys- 
tem. A consideration of both climates, external 
and internal, will give management some 
guides by which to judge the potential sales 
opportunity for a company. Through the use 
of various analyses and by the application of 
sound judgment, management may map out a 
company s future sales position. 

Thus, sales forecasting helps integrate the 
management-controllable and management- 


noncontrollable factors, or the given elements 
of a total business system within which the 
company operates and the internal factors of 


the business itself. 

The sales forecast is also a device by means 
of which management may integrate its objec- 
tives, its operating programs, and its targets 
with potential market opportunity. This can 
be done by translating the sales forecast into 
specific profit and sales-volume goals to be 
realized in a given future period of time. The 
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sales forecast thus becomes a basis for market- 
ing programs, purchasing plans, financial 
budgets, personnel needs, production sched- 
ules, plant and equipment requirements, ex- 
pansion programs, and perhaps most other 
aspects of management programming. 

The right half of Figure 2 presents sales 
forecasting as a vehicle for translating the 
noncontrollable, partially controllable, and in- 
ternal business environments into specific 
controllable management programs. The fig- 
ure also emphasizes the interrelationships be- 
tween sales forecasts and company programs. 


FORECASTING PROGRAM 


Figure 3 outlines the elements of a total sales 
forecasting program. Four major stages of 
forecasting, the specific procedures to be fol- 
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lowed, and their sequence are presented. 
These stages are: assembling the forecasting 
information; evaluating and projecting the 
data; applying the sales forecast operationally; 
and auditing the forecast. These four steps are 
broken down further, and some of the tech- 
niques that may be utilized at each stage and 
the results achieved are described. Figure 3 
starts with the noncontrollable business envi- 
ronment and internal business climate and 
works down through the various predictions 
about controllable business plans, programs, 
and objectives. 


The first step in a comprehensive sales fore- 
casting program is assembling forecasting in- 
formation. This involves the recognition of 
noncontrollable and partially controllable en- 
vironments through observation and listing of 
significant external factors. The result is the 
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A Total Sales Forecasting Program 


Stages of Process 


Assembling Information 


Recognize noncontrollable and 
partially controllable business 
environment. 


about 


partially 


Gather information 
noncontrollable and 
controllable forces 


Gather information about 


controllable forces. 
Evaluating and Projecting Data 


Analyze data 


Forecast future sales 


Operationally Applying 
Forecast 


Refine sales forecast 


Translate specific targets into 
operational programs 


Auditing the Forecast 


Review forecast 


Modify forecast and forecast- 
ing procedures 


Techniques 


Observe and list significant ex- 
ternal factors 


Investigate outside sources of in- 
formation 


Investigate company records 


Apply analytical tools: time se- 
ries analysis, least squares, simple 
correlation, multiple correlation, 
input-output tables, breakeven 
charts 


Employ extrapolation, constant 
percentage of increase, end-use 
analysis, executive opinion, histori- 
cal analogy, panel of experts, grass- 
roots techniques, surveys, models, 
experiments, samples, hunches, 
judgment, and crystal ball 


Break sales down by volume and 
profit control units: product lines, 
territories, customers, salesmen 


Establish and co-ordinate plans: 
marketing program, production 
schedules, purchasing plans, finan- 
cial requirements, personnel needs, 
plant expansion, capital equipment 
budgets, inventory levels 


Compare actual and forecast 
sales regularly and analyze dis- 
crepancies 


Re-evaluate projections and ad- 
just forecasting techniques 


FIGURE 3 
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identification of pertinent social, cultural, ethi- 

cal, economic, political, demographic, interna- 
tional, technological, and competitive forces 
that will influence the projections. 

Next, information can be assembled about 
these noncontrollable factors and an investiga- 
tion made of such outside sources of informa- 
tion as governments, industries, and univer- 
sities. 

The third step in assembling forecasting in- 
formation is that of gathering information 
about the controllable company environment, 
which involves research into company records. 
This should result in the selection of relevant 
company forecasting information. 

After forecasting information has been as- 
sembled, the data must be evaluated and pro- 
jected. This activity has two components: 
analyzing the data and making the actual fore- 
cast. To analyze the data, such analytical tools 
as time series analysis, least squares methods 
of fitting a straight line, fitting curves, simple 
and multiple correlation, the use of input- 
output tables, and breakeven charts may be 
used. This leads to the determination of pat- 
terns and relationships through lead and lag 
indicators, cycles, seasonal indexes, trend lines, 
and measures of covariation. 

The actual sales projections may be made 
through extrapolation, a straight percentage 
increase in sales, executive opinion polls, end- 
use analysis, historical analogy, a panel of ex- 
perts, the grass-roots approach, samples and 
surveys, models, experiments, hunches, judg- 
ments, and the oft-used crystal ball. After 
these projections have been made, the predic- 
tion and definition of future dollar and unit 
sales, and maximum and minimum 
ranges is possible. 

Then the forecast must be applied oper- 
ationally, which involves refining the sales 
forecast. This is done by breaking it down on 
the basis of volume and profit control units 
by product lines, salesmen, customers, territo- 
ries, and other managerial units. Specific sales 
targets can thus be established, and sales fore- 
casting data become the basis for program- 
ming marketing, production, purchasing, fi- 
nance, plant expansion, capital equipment 
acquisition, personnel, and inventory needs. 


sales 


Controllable business programs have now 
been really determined. 

The last step in a comprehensive sales fore- 
casting program is that of auditing the fore- 
cast. This involves reviewing the forecast by 
comparing actual and forecast sales and ana- 
lyzing any deviations or discrepancies. The 
purpose here is to determine the reasons for 
the deviations. Then future forecasts and even 
the forecasting techniques can be modified. 
The end result is more accurate sales forecasts. 

The total sales forecasting process is one of 
refinement. It starts with the more general fac- 
tors—the external noncontrollable environ- 
ment and the internal business environment— 
quantifies them, and finally establishes specific 
operational goals and targets. 

Marketing planning often suffers because 
management does not develop an effective 
sales forecasting program. One of the great 
inducements to ignore or neglect sales fore- 
casting is the difficulty of making predictions. 
It is a trying task for anyone to try to determine 
future relationships and their implications for 
potential sales. It is much more comfortable 
to turn to the consideration of current operat- 
ing problems, which are more concrete, are 
somewhat easier to grasp, and for which some 
corrective action may be initiated almost im- 
mediately. 

However, professional marketing manage- 
ment cannot afford to neglect the sales fore- 
casting process. It must become concerned 
with the development of well co-ordinated, 
planned, and forceful systems of business 
action. It must plan the use of company re- 
sources so that a firm can establish itself in the 
market place and grow. 

The future marketing climate is likely to be 
one of keener competition, an exhilarating 
pace of market change, heavier fixed costs, and 
an increasing emphasis on innovation. Ade- 
quate marketing planning will become the 
foundation for integrated marketing action. 
Since one of the basic components of effective 
marketing planning is sales forecasting, it 
seems obvious that in the future an increasing 
amount of time and resources will be spent by 
companies in developing more adequate sales 
forecasts. 

































































































































































































































E. W. Martin, Jr. 


Simulation 


in Organizational Research 


Simulation aids in abstract investigations of organizational behavior. 


7. TECHNIQUE of simulation consists of 
representing the essential characteristics 
of organizational systems by means of elec- 
tronic computers that imitate the operation 
of a hypothetical system over an extended 
period, at the same time gathering data and 
preparing reports on occurrences of interest. 
Simulation is likely to become an extremely 
powerful tool for those who wish to under- 
stand the basic principles governing the per- 
formance of organizations. For the first time, 
organizational phenomena and relationships 
can be studied in a controlled environment. 


THE LABORATORY SITUATION 


One of the reasons for our present lack of 
knowledge of organizational systems has been 
the absence of a suitable laboratory in which 
controlled experiments can be conducted to 


Mr. Martin is Associate Professor of Business Administra- 
tion at Indiana University. 


test hypotheses and to provide insights into re- 
lationships. An organization must be viewed in 
a dynamic environment in which the factors 
of interest are continually changing. When we 
attempt to experiment by changing the struc- 
ture of the organization itself, we introduce 
disturbances that affect the results we are ob- 
serving. Further, such changing factors as eco- 
nomic conditions, product technology, and 
financial conditions, over which the investiga- 
tor has no control, may make it difficult to 
draw conclusions concerning the effects of the 
changes in which we are interested. Thus, the 
technique of simulation that provides a labora- 
tory in which controlled experiments can be 
conducted represents an extremely important 
break-through in the development of scientific 
analysis and understanding of organizations. 


New Concepts 


During the past generation, tremendous 
strides have been taken by scientists and 
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mathematicians in the development of power- 
ful new concepts and techniques that can be 
applied to the complex decision problems fac- 
ing management. The more important of 
these, linear programming, information the- 
ory, game theory, statistical decision theory, 
servomechanism theory, queueing theory, 
and dynamic programming, have made great 
contributions to our understanding of organi- 
zations and their management problems. 
There is every reason to believe that new and 
even more powerful ideas will be developed in 
the future. 


However, the more we try to represent or- 
ganizational phenomena with mathematical 
models, the more apparent it becomes that 
organizations have extremely complex inter- 
relationships. The successful applications of 
mathematical models in organizations have in- 
volved such relatively small areas as inventory 
management rather than the web of interrela- 
tionships of the entire business firm. Indeed, it 
appears extremely doubtful that we will ever 
develop mathematical models of sufficient 
complexity to faithfully represent even rela- 
tively small segments of such complex organi- 
zations. 


This is not to disparage the importance of 
such developments, for an understanding of 
the complex whole must be built on an under- 
standing of its smaller, simpler components. It 
appears, however, that there is no great likeli- 
hood of applying the same technique to the 
whole organization that has been so success- 
fully applied to the components. 


Comparison to Math Models 


In contrast to the mathematical model, the 
technique of simulation involves linking many 
small mathematical models of individual seg- 
ments of the system by progressing step by 
step through short periods of time, then paus- 
ing to record the cross-effects among the indi- 
vidual components of the system. Because of 


the fantastic speed of electronic computers, 
several years of operations can be simulated in 
a few minutes. 


Variety of Projects 


Although the field is quite new, there already 
exists a remarkable variety of research projects 
that have utilized simulation as the primary 
technique. In addition to widespread use in 
executive training, simulation has been ap- 
plied both to abstract investigations of organi- 
zational behavior and to the solution of prob- 
lems of specific organizations. 


JOB-SHOP SIMULATION 


One of the most interesting uses of simulation 
is in the study of job-shop operations. There 
are two major problems in this area that have 
received a great deal of attention from man- 
agement scientists, operations researchers, and 
industrial engineers. 

The first of these problems is associated with 
the common situation in which many opera- 
tions on different jobs must be performed on a 
number of machines that are at least partially 
interchangeable, but with the cost varying 
with the particular type of machine used. If 
each job were assigned to the most efficient 
machine for that job, some machines would be 
overloaded and others idle. Thus, it is usually 
impossible to assign each operation to the most 
efficient machine, and the problem becomes 
one of deciding which operations to assign to 
each of the machines in order to minimize the 
total cost of doing all the work. Good results 
have been obtained by applying the mathe- 
matical technique of linear programming to 
this problem. 

The second problem is in scheduling. In a 
situation where the various jobs involve sepa- 
rate operations on different machines in a fixed 
sequence, the difficulty is in deciding when to 
perform each operation in order to most effec- 
tively use equipment to meet the completion 
schedules for the individual jobs. This is a com- 
plex problem because as soon as the shop load 
approaches a substantial percentage of theo- 
retical capacity, conflicts arise in which two or 
more jobs are waiting for a single machine 
while other machines are idle. Although it ap- 
pears that a simple enumeration of the possible 
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schedules should suffice to solve this problem, 
the number of possible combinations is so as- 
tronomically large that the fastest electronic 
computer in existence could not evaluate them 
all within the time available. Further, no 
mathematical model that produces a practical 
short cut has yet been devised for deciding on 
an optimal schedule. 

In the language of operations research, this 
problem may be considered as a complex 
queueing or waiting line problem involving 
both series and parallel service facilities. The 
queues consist of jobs that are waiting for an 
operation to be performed on a particular ma- 
chine. These queueing problems have been 
studied by use of a simulation technique to test 
proposed decision rules for deciding which of 
the waiting jobs to perform next on each 
machine.’ 


Computer Utilization 


A job-shop simulation usually involves the use 
of an electronic computer with an input of a 
sequence of jobs, each of which is to be re- 
leased to the shop at a certain time. Each job 
is represented by certain information, such as 
the job number, the sequence of operations to 
be performed, the standard machine time for 
each operation, the due date for completion of 
the job, the value of the job, and any other in- 
formation that is to be used in the decision 
rules being tested. 

Associated with each machine group in the 
simulated shop is a waiting line of jobs to be 
processed. By progressing step by step through 
short intervals of simulated time and examin- 
ing the status of each job and machine group 
at the end of each interval, the computer is 
able to apply the decision rules that are to be 
tested to each situation in which an operation 


is completed or a new job enters the shop. 


‘Much of the pioneering work in this area has been 
done by Allen J. Rowe of the General Electric Company. 
See his article, “Computer Simulation Applied to Job 
Shop Scheduling,” in the Report of the System Simula- 
tion Symposium held in New York City on May 16, 17, 
1957, published by the American Institute of Industrial 
Engineers. 


During this process, the computer can gather 
statistics on machine utilization, idle time, 
overtime used, average length of the waiting 
line, number of late jobs, or any other criteria 
that can be used to evaluate the various al- 
ternatives being tested. 


Time Cycle Simulation 


Associated with each machine group is a 
“clock” that indicates the simulated time at 
which that machine will be free. Figure 1 
shows a simplified sequence of steps that the 
computer goes through to simulate each time 
cycle. 

In block 1, the clock showing the earliest 
time of completion is selected, indicating that 
the machine associated with that clock is the 
next one to complete an operation. If this is the 
last operation on the job, a card is punched 
with statistics concerning that job. If there are 
other operations to be performed on the job, 
blocks 4, 5, and 6 assign the job to the required 
machine if it is available or place the job in its 
proper position in the queue of jobs waiting for 
the required machine group. The processing 
for the particular time period on that job is 
then completed, so through blocks 8, 9, and 10 
the computer can assign a job to the machine 
that was made available by the original com- 
pletion of an operation in block 1. The process 
is repeated by selecting the next lowest clock, 
indicating the next event of importance, and 
so on. 

The major interest in this process may be 
focused on block 5, for in the process of assign- 
ing a job to a place in line, we may use any 
priority rule or procedure that we care to de- 
vise. Thus, we may test many such rules to dis- 
cover one that provides highest efficiency in 
the operation of the shop. Furthermore, by 
altering the number and types of machines 
available as well as the rules for releasing jobs 
to the shop and for assigning due dates, the 
results obtained by various combinations of 
circumstances may be investigated. 

The major limitations on the complexity of 
the shop that may be handled are the size of 
the “memory” of the computer and the ability 
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Figure 1 


Computer Simulation of Time Cycles 





Yes 








Return to block 1. 


Source: A simplified version of the block diagram on page 8 of R. W. Conway, B. M. Johnson, 
and W. L. Maxwell, “The Cornell Research Simulator,’ mimeographed research report of the 
Department of Industrial and Engineering Administration, Cornell University, October 1, 1958. 
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of the person designing the simulation to char- 
acterize the factors involved. Indeed, it is pos- 
sible that progress in understanding such or- 
ganizations may consist of a sequence of ever 
more accurate simulation representations of 
the situation. In other words, the simulation 
itself, rather than a word description or a 
mathematical model, may become the repre- 
sentation of understanding. 

Incidentally, this is one of the very few com- 
puter simulations in which there is an available 
computer program that may be used by sepa- 
rate organizations to study entirely different 
situations. Generalized job-shop simulators, 
designed to be easily specialized to the partic- 
ular situation being investigated, have been 
written for the 13m 704 and the 18M 650 elec- 
tronic computers and may be used by anyone 
who has the ability to use either of these 
machines.” 


MONTE CARLO TECHNIQUE 


Random variations are characteristic of many 
organizational situations. Although we may 
know, for example, the average time between 
breakdowns, machines require emergency 
maintenance at unpredictable intervals. Cus- 
tomer orders and deliveries, the weather, re- 
sults from advertising and research and devel- 
opment, absenteeism, and the occurrence of 
coronary occlusions all exhibit unpredictable 
random variation. In many situations, not only 
are random fluctuations characteristic of the 
process but also this unpredictable random- 
ness is so essential that the common simplify- 
ing technique of using average values simply 
“assumes away the problem—for without the 
randomness, there is no problem. Whenever 
uncertainty is an essential consideration in a 
simulation, the Monte Carlo technique may be 
utilized. 


? For the mm 650 simulation see the source of Figure 
1. For the 1M 704 simulation see “Job Shop Simulation 
Application,” distributed in mimeographed form by the 
18M Math and Applications Department, Data Processing 
Division, White Plains, New York. 


Use in Scheduling 


In the job-shop scheduling problem, the stand- 
ard operation time used for planning purposes 
is only an average time, whereas the actual 
operation may take significantly more or less 
time than the standard. In a real shop, the 
standard time can be used for planning pur- 
poses, but the actual time consumed by an 
operation is not known until after the opera- 
tion is completed. Thus, in blocks 6 and 10 of 
Figure 1, it is necessary to involve random 
variations in the determination of how long it 
will take to complete a particular operation on 
the machine involved. 


Let us consider how this problem in the sim- 
ulation might be handled by use of the Monte 
Carlo technique. Each time an operation is 
scheduled on a machine, we wish to determine 
an actual operation time based on the standard 
time but involving the realistic variation that 
occurs in actual practice. If x represents the 
ratio of actual time to standard time, then 
actual time can be found by multiplying stand- 
ard time, which is known, by r. Thus, in order 
to utilize the Monte Carlo technique to handle 
this variation from standard time, we may 
utilize a statistical distribution of r. In the ab- 
sence of theoretical considerations, it is possi- 
ble to approximate this distribution by ana- 
lyzing past experience. Assuming that we 
have 200 observations of scheduled time and 
actual time, we may plot a histogram of the 


number of occurrences of each ratio (Figure 
2). 


The histogram may be transformed into a 
frequency distribution by dividing each of the 
graphed values by the number of observations 
(200, in this case ) and converting to a percent- 
age to obtain the experimental probability of 
each ratio (Figure 3). 


Table 1 may then be constructed from this 
information, so that the table intervals corre- 
sponding to each value of rk are equal to the 
percentage probability associated with that 
value of r. For example, from Figure 3, we note 
that the percentage probability that r equals 
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FIGURE 2 


FIGURE 3 


FIGURE 4 


1.0 is 27, while the interval 37 to 63 includes 
27 numbers. 

In order to use the Monte Carlo technique 
to simulate random fluctuations, it is necessary 
only to have access to a random sequence of 
two-digit numbers (Table 2), each of which 
may be used with Table 1 to determine a spe- 
cific ratio of actual time to scheduled time. 

For example, if we start with column 2, 
Table 2, and read down, the first number is 73. 
Referring to Table 1, this gives r as 1.1, so the 
actual time would be 1.1 times the standard 
time. The next number is 20; r is 0.9, so the 
actual time would be 0.9 times the standard 
time. 


By continuing to draw random numbers for 
use with Table 1 to determine the correspond- 
ing value of r, a pseudo history can be accumu- 
lated that in the long run will have the same 
statistical characteristics as the sample from 
which Figure 2 was derived, while the individ- 
ual occurrences that comprise this pseudo ex- 
perience are characteristically random. An 
example of pseudo experience derived in this 
way from the use of Table 1 and a sequence of 
200 random numbers is graphed in Figure 4. 
Although there is a marked similarity in ap- 
pearance between Figures 2 and 4, they are by 
no means identical. This should not be surpris- 
ing, for the distribution of any other sample of 
200 actual observations should not be ex- 
pected to be identical to the first sample. 

When a machine time is required in the job- 
shop simulation of blocks 6 or 10 of Figure 1, 
the next number in Table 2 would be used 
with Table 1 to determine a value of r that 
would be multiplied by the standard time to 
obtain the actual time required.* 


In any situation in which random variations 
are of importance, the Monte Carlo technique 
is utilized in the simulation to provide suitable 


3 Random digits may be obtained from some chance 
device, such as spinning a perfectly balanced wheel with 
equally spaced digits or by reference to published tables 
of random digits, which are also available in punched 
card form. Alternatively, suitable random digits may be 
generated by the computer itself by using one of several 
mathematical techniques that produce sequences of digits 
that satisfy all tests of randomness. 
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random occurrences. Needless to say, this 
technique is frequently used in several places 
in a single simulation. 


Monte Carlo Technique 


Random Number 


0-1 
2-14 
15-36 
37-63 
64-78 
79-87 
88-94 
95-96 
97 
98 
99 


TABLE 2 


Random Numbers 


3 73 18 #13 03 15 
42 20 51 14 94 33 
98 49 ll S59 16 27 
50 84 Ol 16 74 33 
71 73 94 89 29 95 
o> 42 81 ‘§ 35 37 
3 S51 3S 82 23 «54 
Ol 12 42 27 48 

26 38 86 : 16 96 
36 04 .< 92 89 


Source: Produced by the author by a squaring method 


UNITED AIRLINES STUDY 


In 1954, United Airlines started working on an 
extremely ambitious simulation of their air- 
craft maintenance facilities. It is important 
that an airline determine the total money to 
invest in maintenance facilities and person- 
nel in order to minimize the total costs of 
maintenance and operation, and to utilize 
most effectively the resources that are allo- 
cated within the maintenance function. The 


study attempted to determine the effects of 
variations in maintenance facilities, number 
and size of maintenance crews, schedule pat- 
tern, number of reserve aircraft, assignment of 
crews to aircraft, overtime policy, and other 
such factors on the effectiveness of the opera- 
tion of the airline.* 

After spending several months gathering 
data on deviations from scheduled arrival 
time, frequency of occurrence of the various 
types of scheduled and unscheduled mainte- 
nance, time required for each of these differ- 
ent types of maintenance, and personnel ab- 
senteeism, a Monte Carlo simulation model 
was constructed that incorporated these and 
other factors pertinent to maintenance opera- 
tions. The simulation was used to obtain re- 
ports of man-power utilization, the time air- 
craft waited for maintenance, trip delays, and 
substitutions of aircraft associated with any 
combination of facilities and policies that they 
wished to test. Incidentally, some of the re- 
ports obtained were similar to those ordinarily 
prepared from operations, but some of the 
other reports would be prohibitively expensive 
or impossible to obtain in actual practice. 

Using the 18m 704 electronic computer, 100 
days of operations were simulated in approxi- 
mately 12 minutes of computer time by means 
of one of the most complex programs that had 
ever been written for the computer. Such a 
fast computer was needed not only because 
the program was long and complicated, but 
also because of the large number of variations 
of man power, facilities, schedule pattern, re- 
serve aircraft, and overtime policies that they 
wished to investigate. The number of inter- 
esting combinations involved could easily 
amount to several thousand 12-minute runs, 
which adds up to a considerable amount of 
computer time. 


Cost of Study 


It is evident that the cost of a study of this 
magnitude runs into hundreds of thousands of 
dollars. Although the results obtained have 


*See the introduction by Warren E. Alberts to the 
Report of the System Simulation Symposium. 
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been closely guarded secrets, there is every 
reason to believe that these results more than 
paid for the cost of the study, for small in- 
creases in efficiency in a system of this magni- 
tude could result in savings of millions of dol- 
lars. In the light of current developments, one 
of the more intriguing aspects of this study 
is the obvious possibility that this simulation 
could have been used to investigate jet air- 
craft maintenance requirements while the jets 
themselves were still on the drawing boards. 


RAND LABORATORY 


In 1956, a Logistics Systems Laboratory was 
established by the raANp Corporation for the 
purpose of investigating Air Force supply 
problems through a simulation technique. 
This laboratory is unusual in large-scale simu- 
lation in that it is designed to integrate humans 
into a large computer simulation, using the 
computer to perform those operations that can 
be sufficiently standardized and employing 
people where human judgment appears to be 
necessary. In addition to broadening the scope 
of the situations that may be simulated, the 
effects of human misinterpretation of policies 
and procedures on the performance of the or- 
ganization can be investigated. 


Air Force Supply Policy 


The first full-scale project of this laboratory 
was an evaluation of several proposed changes 
in Air Force supply policy.°® The major changes 
incorporated in the new system were (1) the 
use of economic order quantities at local Air 
Force installations for low- and medium-value 
parts; (2) central control of low- and medium- 
value parts through the utilization of an elec- 
tronic data processing center; and (3) de- 
ferred procurement of high-value parts. 
Miniature replicas of the old and the new 
supply systems were operated simultaneously. 
In addition to a large computer, the simulation 


*See R. M. Rauner, Laboratory Evaluation of Supply 
and Procurement Policies (unclassified version), July, 
1958. R-323 published by the ranp Corporation, Santa 
Monica, California. 





of each system relied on approximately twenty 
Air Force supply personnel to play the roles of 
base supply managers, depot maintenance 
managers, weapons system managers, the sup- 
plying factory, and Air Force headquarters. 


An 18M 704 computer was used to perform 
the data-processing work as well as to calcu- 
late the time delays involved in procurement, 
shipment, storage, and repair, and to produce 
suitable notification of the completion of these 
processes at the proper time for use by the per- 
sonnel involved. Aircraft were phased in and 
out of the system over a period of time, so that 
the problems associated with this process 
could be investigated. A small but representa- 
tive sample of the total parts required for an 
aircraft was used. Thus, it was possible to com- 
press time so that five years of operation could 
be simulated in about four months. Statistics, 
such as the costs involved, the number of air- 
craft out of commission for maintenance, and 
the number of priority requisitions, were gath- 
ered to form the basis for evaluation of the two 
systems. 


Wartime Capability 


While the Air Force must continue to exist 
during peacetime, its primary reason for exist- 
ence is its wartime capability. A primary con- 
sideration in the evaluation of supply policies 
is their effect on wartime performance. Little 
difficulty was involved in simulating the ef- 
fects of an enemy attack to provide a basis for 
the evaluation of the effect of the new supply 
policies on wartime capabilities. Two different 
war conditions were simulated, one in which 
a short period of warning permitted supply 
managers to prepare for the attack, and an- 
other in which there was no warning what- 
ever. The effect of a war was simulated by in- 
stituting an all-out flying program, at the same 
time disrupting transportation and communi- 
cations and “destroying” the depot and the 
factory. 

Briefly, the results of the simulation indi- 
cated that the new policies concerning low- 
and medium-value parts produced improved 
performance both during peacetime and un- 
der war conditions at approximately the same 
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cost as the old system. There was a significant 
reduction in the time that aircraft were 
grounded for lack of parts and in the necessity 
for priority action as well as a small reduction 
in the total maintenance hours required. Al- 
though the evidence was not so clear in the 
case of the deferred procurement policy for 
high-value parts, the simulation indicated that 
with certain changes in the details of this pol- 
icy substantial monetary savings could be real- 
ized without detriment to Air Force operations 
in either peacetime or wartime. 


Valuable Conclusions 


The experience obtained in the RAND Logistics 
Systems Laboratory indicates that the combi- 
nation of human and computer simulation is 
quite valuable in that (1) it allows the evalua- 
tion of policies of such complexity that human 
interpretation and implementation is an im- 
portant consideration; and (2) it provides a 
service test of the problems associated with 
implementation of the proposed policies that 
can lead to the incorporation of substantial im- 
provements in the policies, without the disrup- 
tion associated with actual service testing. 

One of the important by-products obtained 
from the RAND Logistics Systems Laboratory is 
its value as a selling technique to convince the 
entire Air Force that proposed policy changes 
are both workable and desirable. In other 
words, although the theoretical studies that 
led to the development of the proposed poli- 
cies were probably sufficiently convincing to 
scientists to warrant adoption of the proposed 
changes, the simulation was better suited to 
the job of selling the new concepts to the Air 
Force. 


INDUSTRIAL DYNAMICS 


The recent work in the area of industrial dy- 
namics,° under the direction of Professor J. W. 
Forrester at Massachusetts Institute of Tech- 


nology represents one of the most ambitious 
applications of the simulation technique. Pro- 
fessor Forrester views a business organization 
as consisting of interrelated flows of materials, 


money, information, man power, and capital 
equipment. Management attempts to optimize 
the performance of the organization by means 
of policies and decisions that act as valves to 
regulate these flows. Industrial dynamics is 
the name that has been given to the attempt 
to obtain an understanding of the effects on 
organizational performance of the interrela- 
tionships between organization structure, 
management policy, and decision rules, and 
the flows of materials, man power, informa- 
tion, money, and capital equipment. 

As the first step in an extended program of 
research, an 18M 704 electronic computer was 
used to simulate the flows of information and 
goods between customers and the factory in 
a durable goods manufacturing organization. 
This distribution system involved inventories 
at the three levels of factory warehouse, dis- 
tributor, and retailer. The time lags in the 
flows of information and goods between cus- 
tomers and retailers, retailers and distributors, 
distributors and factory warehouse, and the 
lags involved in changing factory production 
levels were included in the simulation model, 
along with inventory control and reordering 
decision rules at each of the levels involved. 

Use of this simulation model indicated that 
under certain seemingly innocuous combina- 
tions of decision policies and delays, relatively 
minor random fluctuations in customer de- 
mand can be amplified to produce serious os- 
cillations in factory production and inventory. 
By augmenting this model to include the ef- 
fects of advertising, it was shown that the 
policy of setting advertising budgets as a per- 
centage of sales can be an important cause of 
severe fluctuations in the production level re- 
quired rather than a stabilizing influence. The 
inclusion in the model of a limitation on fac- 
tory capacity indicated that, even with sales 
that never reached more than 90 per cent of 
capacity, it might appear that a substantial 
amount of additional capacity was required, 
thus leading management to wasteful over- 
expansion of facilities. 


® See Jay W. Forrester, “Industrial Dynamics—A Major 
Breakthrough for Decision Makers,” Harvard Business 
Review, XXVI (July-August, 1958), 37-66. 
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It should be noted that this first attempted 
simulation did not include considerations asso- 
ciated with money flow, the mechanism of the 
consumer market, the effects of capital invest- 
ment policies, the influence of research and 
development on long-range success, or the ef- 
fect of external economic conditions on the in- 
ternal operations. The inclusion of these con- 
siderations will involve lengthy and tedious 
research, so it is apparent that many years will 
elapse before a satisfactory understanding of 
industrial dynamics is obtained. On the other 
hand, at least one large corporation has al- 
ready embarked on the development of such a 
simulation model of its consumer market, dis- 
tribution system, and organizational structure 
with which it intends to pretest policy and or- 
ganizational changes designed to improve the 
effectiveness of the firm. 

Incidentally, since the simulation models 
involve basic company policy, it has been sug- 
gested that the widespread use of this tech- 
nique might involve certain risks, for if a busi- 
nessman were able to obtain the simulation 
model of a competing firm, he would gain 
a tremendous competitive advantage through 
his ability to anticipate reactions to his actions. 


CONCLUSIONS 


It is apparent from the samples of uses of the 
simulation technique that it is suited both to 
operations research studies of problems asso- 
ciated with specific organizations and to re- 
search toward the development of a more ade- 
quate theory of organization. Actually, these 
two areas overlap, for knowledge obtained in 
the study of individual organizations contrib- 
utes to the total body of organizational knowl- 
edge, while the total body of organizational 
knowledge is of great value when applied to 
a specific firm. 

It should not be implied that simulation is 
an easy solution to either type of problem, for 
it not only requires talented people to con- 
struct the simulation but also usually requires 
a substantial amount of relatively expensive 
electronic computer time. Further, simulation 
does not directly provide a solution in the 


sense that a traditional mathematical model 
may be solved to obtain a best answer. Simula- 
tion merely allows testing of possible good 
answers and experimentation to obtain a bet- 
ter understanding of the situation. This aspect 
of the technique introduces difficult statistical 
questions concerning the amount of pseudo 
experience that is necessary to evaluate the al- 
ternatives under consideration. 

However, if we wish to reduce the tendency 
toward suboptimization involved in most 
quantitative approaches to management prob- 
lems and to broaden our approach to include 
wider ramifications of the problems, simula- 
tion appears to be the most promising tool 
available. 

In the area of management decision- 
making, simulation provides the opportunity 
to predict the consequences of changes in op- 
erating policies as well as to experiment with 
changes in the structure of the organization. 
In the area of data processing, the use of simu- 
lation may lead to better answers to the funda- 
mental question, “What information should be 
provided when and to whom?” 

It seems likely that, over the next twenty 
years, simulation will be used to discover prin- 
ciples of organization in areas where today we 
do not even suspect that causal relationships 
exist. This will not come about immediately, 
for our first simulations will be but crude rep- 
resentations of reality. However, their inade- 
quacies will serve to concentrate our attention 
on the areas where we lack understanding, 
and we will be able to construct more and 
more accurate simulations based on improved 
understanding. 

And it is conceivable that much of our prog- 
ress toward better understanding will be ex- 
pressed in terms of more and more adequate 
simulation representations, for the simulation 
itself will be the embodiment of the inter- 
relationships governing over-all organizational 
performance. 


This is the second of two articles by Mr. Martin 
dealing with the use of simulation in teaching 
and in research. The first appeared in the Sum- 
mer Issue. 





MILTON KATz 


LIBERAL EDUCATION 
IN EDUCATION FOR BUSINESS 


We need to bridge the gulf between education and the needs of modern life. 


E ARE concerned today with the educa- 


W 


the conditions of modern industrial life. What- 
ever our purposes and the means at our dis- 
posal, we must begin with what we have and 
where we are, here and now. 


tion of free men in a free society, under 


The educational complex of America today 
comprehends liberal education and technical 
and professional education. The tendency of 
technical and professional education is to 
shape itself exclusively to a dual purpose: to 
provide technical, professional, or specialist 
skills needed by our society and to provide 
individuals capable of mastering these skills 
with an opportunity to make a living in a use- 
ful and satisfying way. The tendency of liberal 
education in practice is to identify liberal edu- 


Mr. Katz, Director of International Legal Studies and 
Henry L. Stimson, Professor of Law at Harvard Univer- 
sity, presented this address at the 41st Annual Meeting of 
the American Association of Collegiate Schools of Busi- 
ness at Miami, Florida, on May 7, 1959. Minor changes 
have been made by the editors with the author's: consent. 
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cation with the particular subject matter and 
techniques through which it has customarily 
been given expression, rather than with the 
aims, outlook, and style that must infuse the 
materials and method. 


These tendencies are understandable and 
are supported by good reasons. Yet if they 
should be maintained and intensified, they 
may impair the quality and limit the potenti- 
alities of both liberal education and technical 
and professional education. In a larger and 
more comprehensive sense, I suggest that they 
may limit the potentialities of American edu- 
cation as a whole, in that they may forestall 
the possibilities of a synthesis that would be 
at least fruitful and could be great. I have in 
mind a synthesis of the contribution that 
America has made to education and the es- 
sence of the tradition of liberal education. 


I have said that we are concerned with the 
education of free men in a free society. A free 
society is in essence a spiritual testament. It 
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rests upon a belief in man and his possibilities; 
a belief that each human being should have 
an opportunity to realize to the full his poten- 
tialities for growth as a human being; and a 
belief that free men and women, by faith and 
thought and toil and patience, can fashion and 
operate institutions that will be effective and 
appropriate to their needs and hopes. From 
this may be derived a primary aim of educa- 
tion—to stimulate the growth of the student 
and to nourish in him the tendency and capac- 
ity for continuing growth throughout his life. 


Here and now in the United States, under 
the conditions of 1959, we are also acutely con- 
cerned with our survival. To meet the threat, 
we must maximize our resources and make the 
most effective possible use of them. To this 
end, we must understand what our chief re- 
sources are. We appreciate the importance of 
our techniques of production, invention, and 
organization and of the science underlying the 
techniques. We must keep also in mind the 
great tradition of the free and self-reliant mind 
that underlies the science. Of all the resources 
available to any society, the most important is 
neither iron nor oil nor soil nor-water nor 
uranium, but the character, intelligence, and 
skill of its men and women. To the extent that 
we forget this, we do so at our peril. The 
growth of the human spirit and the free and 
self-reliant mind are not only aims of our free 
society but means for its survival. As such, they 
are central to the aims of education. 


OUR NEW NEEDS 


In some aspects, contemporary American so- 
ciety enjoys attributes formerly characteristic 
only of the leisured and wealthy or governing 
classes. This is something more than a dra- 
matic way of putting things or a misplaced at- 
tempt at self-congratulation. It has implica- 
tions for our problem that should be examined. 

With the 40-hour week, the prohibition of 
child labor, and public and private provision 
for retirement at age 65 or earlier, leisure is ex- 
tended widely among our people. The distri- 
bution of leisure parallels a steady growth in 








national productivity and income and a wide- 
spread enjoyment of the fruits of production. 
The broadly based advance in income and lev- 
els of consumption is reflected in the statistics 
of enrollment in colleges and universities. In 
1900, only 4 per cent of the age group 18-21 
went to college; half a century later, in 1953, 
it was 26 per cent. In proportion to the popula- 
tion in the college age group, this was a sixfold 
increase. Even among so advanced and literate 
a free people as the British, the proportion of 
college enrollment to total population in 1948 
was about 1 in 575; in the United States, it was 
about 1 in 56. We are seeking to give a college 
education to ten times as large a proportion of 
our population as the British. This reflects the 
promise and opportunity in American life. It 
also indicates the heavy and growing burden 
upon our educational institutions. 

The general participation of the American 
people in the processes of government and in 
the making of decisions outside the formal 
structure of government is no less striking than 
the extension of leisure and the scope of edu- 
cational opportunity. A hundred and thirty 
years ago, de Tocqueville, in his penetrating 
study of democracy in America, remarked 
upon the diffusion of political power and 
decision-making as conspicuous and typical 
features of American society. Since his day, 
participation in government has been even 
further extended by the enfranchisement of 
women. 

To a degree, then, the American people gen- 
erally enjoy certain of the opportunities and 
face certain of the needs formerly associated 
only with the privileged classes. The opportun- 
ities are those of leisure and political power. 
The needs are for the ability to use the former 
and exercise the latter. The capacity to weigh 
facts and choices as a basis for political judg- 
ment, whether as governor or citizen, is a fun- 
damental requirement in our society. The abil- 
ity to use leisure satisfactorily may not be a 
requirement in the same sense, but it surely is 
to be fervently desired. These capacities turn 
on judgment and imagination, an awareness of 
the nature of American society, and a sense of 
what our resources and culture have to offer. 
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The fostering of judgment and imagination 
is not unrelated to the cultivation of the inde- 
pendent mind and the capacity for continuing 
growth. An appreciation of the sources and 
nature of American society and of what our 
culture and resources have to offer implies hu- 
mane values, a regard for excellence, and high 
standards of personal performance based upon 
an awareness of human potentialities. A homo- 
geneous core of purposes for our educational 
efforts seems to be emerging from our inquiry. 
We are now ready to question whether or not 
these purposes, valid in themselves, are ade- 
quate by themselves. 


A CURRICULUM QUESTIONED 


These interrelated and mutually supporting 
purposes are the objectives of a liberal educa- 
tion. In the historical experience of Europe 
and the United States, these objectives have 
been pursued through certain educational pro- 
grams. The content and method of the pro- 
grams have largely shaped the prevailing con- 
cept of liberal education, as it has been, as it 
is, and as it is assumed it must be. 

The content of liberal education has varied 
from time to time and place to place. The 
medieval university concentrated upon theol- 
ogy, Aristotle, and Roman law. Following the 
rise of humanism in the Renaissance, the lan- 
guage and literature of Greece and Rome be- 
came the core of the typical curriculum. In the 
familiar liberal arts curriculum of the Euro- 
pean and American universities of the nine- 
teenth and twentieth centuries, this core ex- 
panded to embrace the principal works of 
imaginative, philosophical, historical, and crit- 
ical literature of Europe and America. This is 
what most Americans today would have in 
mind when they speak of the humanities; and 
the humanities and liberal education tend to 
be equated. 

None of us would doubt that such an educa- 
tion is admirable for many men and women. 
But I question whether by itself it would be 
satisfactory for most. Our concern, let us re- 


member, is with the education of free men in a 
free society, not in the abstract but under the 
conditions of modern industrial life. Most of 
our young men and women, on leaving the 
educational system, will center their working 
lives in a factory, on a farm, or in the market 
place. If they should see an unbridged and 
seemingly unbridgeable gulf between the sub- 
stance of their education and the substance of 
their daily work, consider what may follow. If 
the education has taken hold of them deeply, 
they may feel their work to be empty and de- 
void of meaning, and may fall prey to frustra- 
tion or even self-contempt. In reverse, they 
may bluntly and blindly reject the education 
as being without bearing on the actual proc- 
esses of life. They may fluctuate between these 
moods or be marked by variations of one or the 
other or both. Whatever the variation, the con- 
sequences are likely to be poor for the individ- 
ual, the educational system, and our society. 


SOLUTION BY SYNTHESIS 


I do not believe that this problem need defeat 
us. It seems to me that the gulf can be bridged. 
This can be accomplished, I suggest, through 
a synthesis of the objectives and inner spirit of 
liberal education with the special contribution 
that American educational experience has 
made to education. 

The fundamental attributes of the specifi- 
cally American contributions to education ap- 
pear to be universality and relevance. 


The Meaning of Universality 


The element of universality has a double as- 
pect. In one sense, it signifies education for all. 
In its other aspect, it signifies a comprehen- 
siveness of outlook that makes it possible to see 
dignity and rich human meaning in the facts 
of the factory, farm, and market place. It rec- 
ognizes that such phases of human experience, 
if deeply understood and wisely used, may 
have a constructive place in the content of 
education. Some lines of Kipling suggest the 
attitude: 
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“It is enough that, through Thy Grace, 
I saw nought common on Thy Earth.”! 


This comprehensiveness of outlook can de- 
generate into an undiscriminating confusion. 
It can deteriorate into loss of standards, infatu- 
ation with doctrinal whims, and surrender to 
pressure from organized groups. The inci- 
dence of such degeneration in the American 
educational experience has been more than 
negligible. This must put us on our guard but 
should not blind us to the possibilities. We 
need not permit a liberal education to be de- 
vitalized by a mood of negation and with- 
drawal. 


The Meaning of Relevance 


The attribute of relevance also has a dual sig- 
nificance. In one aspect, it relates education to 
the needs of contemporary society. In the 
other aspect, it enables the student to feel a 
sense of real connection between the educa- 
tional process and the life that he subsequently 
leads. 

Anyone who has ever observed graduate 
professional education must be impressed by 
one remarkable characteristic. With occa- 
sional exceptions, the students are uniformly 
interested, attentive, and persevering. They 
know why they are there. At any rate, they feel 
they know. To them, the connection is obvious 
between the content of their education and 
the substance of the daily life that they antici- 
pate pursuing. This awareness animates and 
quickens the entire educational process. It 
seems to me we should seek to impart some- 
thing of this quality to undergraduate educa- 
tion, at least for those students—and they are 
many—who need it. 

When the undergraduate college is organ- 
ized, in whole or in part, around an avowed 
specialist or technical training program, as in 
the case of the undergraduate business school, 
it faces the problem in reverse. Its program 


* Rudyard Kipling, “My New-Cut Ashlar,” Songs from 
Books (Vol. XXIII of the Bombay edition of the complete 
works of Rudyard Kipling; London: Macmillan and Co., 
Ltd., 1915), p. 42. 


may gain in relevance to the student’s subse- 
quent occupation and life; but it tends to do 
so at the expense of losing touch with the other 
aims of education and the needs and values 
they reflect. The college, in such a case, should 
seek to put the specialist training in a context 
that will foster a code of excellence, humane 
values, the free and self-reliant mind, and the 
capacity for continuing growth of the whole 
man. Here I come to the immediate concern of 
schools of business. 


DEVELOPING AN APPROACH 


There are those who would here interject, 
“Nice work if you can manage it.” We must 
acknowledge the force of such skepticism and 
its pertinence, but we need not let it corrode 
the springs of endeavor. It can only be met by 
demonstration. This requires the development 
of appropriate and effective ways and means. 
I shall try to suggest a possible approach. Be- 
fore doing so, I should like to draw upon the 
experience of another type of educational in- 
stitution: the scientific university. 


Progress of the Scientific University 


The outstanding exemplars of the scientific 
university are the Massachusetts Institute of 
Technology and the California Institute of 
Technology. They began as technical insti- 
tutes. In this, they represented the principle of 
relevance. As they grew, they came to reflect 
and embody much that is fundamental in lib- 
eral education expressed in new terms. As the 
European university and its American de- 
scendants developed through a complex and 
gradual crystallization of additional elements 
around the early core of classical literature, 
theology, and Roman law, so the development 
of M.I.T. and Cal Tech may be perceived to be 
the shaping of a university around an original 
core of technology and science. This process 
consisted in part of the incorporation of some 
of the subject matter of traditional liberal edu- 
cation. In part, it grew out of the development 





§2 Business Horizons 


of graduate study and research and an inter- 
play between the graduate and undergraduate 
programs. In part, it was more subtle and per- 
vasive: a matter of attitude and outlook. 
Perhaps this can be described as an enlarge- 
ment of the scope of the humanities to include 
mathematics and the sciences conceived—be- 
yond the narrow technical sense—as trium- 
phant expressions of the creative human mind. 
In their own way, these institutions represent 
important progress toward the kind of synthe- 
sis that I have put forward as an objective. 
Some may feel that, when I speak of the 
humanities in the widest sense as including 
mathematics and the sciences, I am using a 
verbal sleight of hand to cover a surrender of 
principle. Nothing could be further from my 
purpose and my conviction. Much harm may 
have been done the cause of liberal education 
by a misplaced emphasis that overlooks the 
central importance of objectives, style, and 
inner spirit, and attempts to identify liberal 
education exclusively with a particular set of 
techniques or a particular body of materials. 
There are scientists who pursue their calling 
in the spirit of the great tradition; and there 
are scientists who do not. There are teachers 
and scholars in literature, language, and the 
arts who pursue their calling as expressions of 
the creative human spirit; and there are teach- 
ers and scholars who pursue that calling in a 
technical or even a vocational sense. If those 
who labor in different sectors of the common 
vineyard dissipate their strength in mutual 
hostility, only the heathen will profit. 


The School of Business 


From the evolution of the scientific university, 


let me return to the collegiate school of busi- 
ness. In its beginnings—and I take it that we 
are still at or very near its beginnings—it exem- 
plified the principle of relevance. It also em- 
bodied the principle of universality in one of 
its aspects, in that it grew out of the American 
attempt to make education at the college level 
available to an entire population. 

May I propose that those who guide its 


growth should seek to give equal effect to the 
other aspect of universality? To this end, I 
suggest that the collegiate school of business 
should conceive of the structure, growth, and 
processes of the business system as a vital 
and illuminating phase of human experience, 
which can be appreciated only in the wider 
perspective of an understanding of the society 
of which it forms a part. Around this core, may 
I also propose that they should seek to foster 
those additional elements that reflect the spirit 
and the experience of liberal education? In 
part, progress toward this goal can be made 
through the incorporation into the curriculum 
of some of the typical subject matter of liberal 
education. In part, it will be helpful to supple- 
ment undergraduate study with graduate pro- 
grams of study and research. More, however, 
will be required: The critical factor will lie 
in the domain of outlook and attitude, seeking 
to infuse the new materials of the business 
schools with the quality and spirit of liberal 
education. 


The key would be to move from a considera- 
tion of concrete applications of specialized 
knowledge back to an examination of princi- 
ples underlying the body of knowledge, and 
forward again from principles to applications. 
In the same sense, teacher and student might 
move backward and forward between tech- 
niques of application and the larger purposes 
and relationships of the phase of human ex- 
perience to which the techniques relate. The 
applications and techniques would gain sig- 
nificance and depth from an insight into their 
relationship to principles, long-range pur- 
poses, and values. The examination of large 
concepts would gain firmness and clarity from 
the discipline of trying them in concrete appli- 
cations. 

Accounting as Example. As an illustrative 
point of departure, let’s take the study of ac- 
counting. When the techniques are under- 
stood, attention might turn to the nature of 
accounting as a system for a comprehensive 
and concise description in quantitative terms 
of the current status and continuing processes 
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of a business enterprise. From this point, the 
inquiry might move in a number of directions. 
Attention might be given to other techniques 
or bodies of knowledge in which the quantita- 
tive description of phenomena and their rela- 
tionships plays a critical role. This might lead 
to a consideration of the nature of physics and 
the role of quantitative concepts and measure- 
ment in the physical sciences; and to a broad 
consideration of the nature of mathematics as 
the science of quantities. 

The inquiry might then move back to a 
consideration of the enterprise itself; to its 
relationship to other enterprises engaged in 
comparable processes of production or distri- 
bution; to a consideration of the processes of 
production and distribution in general terms; 
and so on to the generalizations of economic 
theory. Possibly the processes of change in the 
enterprise could be considered in relation to 
the growth of the enterprise; the growth of the 
enterprise might be related to the historic 
growth of the industry of which the enterprise 
forms a part; the history of the industry could 
be related to the economic history of the na- 
tion and the economic history in turn to the 
general history of the society. The inquiry 
might turn back to a comparison of the ac- 
counting description of the enterprise with the 
enterprise as a living process or to a consider- 
ation of how far the intangibles might be per- 
ceived by a sophisticated eye in the account- 
ing record; to an inquiry into the nature of the 
intangibles in a human organization and then 
perhaps to a consideration of the insights into 
the intangibles of human life that may be 
given by literature and the arts. 


Choice of Materials. There is a kind of or- 
ganic continuity to life and to human experi- 
ence. We may say of all human thought and 
knowledge what Maitland said of history— 
that it is a seamless web, an essentially undi- 
vided and indivisible fabric. We may start 
with any set of facts or ideas in any corner of 
life and, with some knowledge and imagina- 
tion and the help of our fellows, move from 


fact to fact and idea to idea to any other corner 
of life. 


I am not suggesting that all materials are 
equally suitable, or equally inadequate, for 
purposes of education; some, of course, are 
better than others. It is not my intention to 
treat the choice of materials as a matter of in- 
difference. We can draw on a great heritage, 
the heritage of liberal education, and the ma- 
terials that have been proven useful in assist- 
ing the development of such an education. 
Apart from religion and the impalpable trans- 
mittal of ideals and outlook from parent to 
child, the humanities, in a broad sense, consti- 
tute the most important available vehicle for 
the preservation and transmittal of the deepest 
values of our civilization. I confess I cannot 
imagine an educational process worthy of the 
name that would exclude them. 


However, we also have the varied institu- 
tions and programs that have grown up in re- 
sponse to the felt needs of contemporary life 
and typically include substantial components 
of specialist or technical training. The evolu- 
tion of these institutions has brought with it a 
variety of new materials. The actual selection 
of materials obviously must fall to the particu- 
lar institution and ultimately to the particular 
teacher. I have sought here only to indicate a 
possible approach to the use of whatever ma- 
terials may be selected. The objective is to 
blend the wisdom of our heritage with a flexi- 
ble response to the insistent needs of this land 
and generation, guided by aims derived from 
enduring values. 


MAINTAINING QUALITY 


Some may consider that I am excessively pre- 
occupied with making education useful. Here 
I would plead guilty, provided a sufficient 
breadth and depth of meaning is packed into 
the word “useful.” As Whitehead put it, “Ped- 
ants sneer at an education which is useful. 
But if education is not useful, what is it? Is it 
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a talent, to be hidden away in a napkin?”? By 
useful, I am sure he did not mean merely voca- 
tional. Our effort, it seems to me, must be to 
make education useful to the whole man, to 
the full reach of his possibilities, and for the 


expand the corps of teachers and physical fa- 
cilities at a comparable rate is an enormous 
task; to do so and yet maintain and advance 
the standards of quality in teaching is a job 
that staggers the imagination. 


full span of his life. To the extent that this goal 
can be approximated, his education will also 
be useful, as it should be, to the society of 
which he is a part. 

In an inquiry of this kind, one is haunted 
by a picture of the limitations within which 
teacher and student must actually work. There 
are the limitations of time—some fifteen to 
twenty classroom hours a week, for some 
thirty-six to forty weeks a year, for some four 
years. Then there is the burden of numbers 
arising from the accelerated expansion of en- 
rollment to which I have already referred. To 


These considerations remind us of the gap 
between concept and execution in all the arts 
and higher crafts. The greater the art, the 
greater the gap to be crossed, and education is 
one of the greatest of the arts. Purposes, guid- 
ing principles, insights, and experience must 
be assimilated into a living exchange between 
the particular teacher and the particular stu- 
dents. We must never allow ourselves to forget 
that the students are living individuals. It is 
necessary that the teachers above all else be 
alive. Teacher and student together must find 
a way to draw life from the materials with 
which they work and from their association to- 
gether in a vital enterprise. In the last analysis, 
the stuff of education is life itself. 


2 Alfred North Whitehead, The Aims of Education 
(New York: New American Library of World Literature, 
Inc., 1952), p. 14. 


Fripay 22 yuty. ... Mr. Johnson said he loved the acquaintance 
of young people. “Because,” said he, “in the first place, I don’t like 
to think myself turning old. In the next place, young acquaintances 
must last longest, if they do last; and in the next place, young men 
have more virtue than old men. They have more generous sentiments 
in every respect. I love the youngs dogs of this age: they have more 
wit and humour and knowledge of life than we had. But then the 
dogs are not so good scholars. Sir, in my early years I read very hard. 
It is a hard enough reflection, but a true one, that I knew almost 
as much at eighteen as I do now. My judgment, to be sure, was 
not so good, but I had all the facts. I remember very well when I 
was about five and twenty an old gentleman at Oxford said to me, 
‘Young man, ply your book diligently now and acquire a stock of 
knowledge; for when years come upon you, you will find that poring 
upon books will be but an irksome task.’” 
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the American Businessman 


and Foreign Policy 


Leadership is needed to eliminate misconceptions that form public attitudes. 


HE British writer Denis W. Brogan, pos- 
TT sibly the most knowledgeable foreign 
commentator on American affairs, recently 
published a perceptive article that attacked 
what he regarded as the excessive deference 
paid in this country to the businessman. The 
burden of Brogan’s argument was simply that 
the businessman had no special competence 
for foreign policy, strategy, or politics. “The 
successful businessman,” said Brogan, “does 
not and should not prefer the remote best to 
the present better or, for that matter, the na- 
tional interest or social good to the solvency of 
his firm.”! Long years in business may deprive 
a man’s mind of flexibility, and he may not 
realize that at times the welfare of the nation 
may be preserved only by methods hostile to 


Mr. Nanes is Assistant to the Deputy Director, Legisla- 
tive Reference Service, Library of Congress. 
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good business practice. “The illusion that has 
done the most damage has been the business 
illusion that government is merely business 
magnified.” What we need in the present crisis 
is not businessmen, but “statesmen conscious 
of the bitter truth that the survival of the 
United States is in danger.” 

Whatever the merits of Brogan’s indict- 
ment, and he presents no bill of particulars, 
he has succeeded in focusing attention on an 
issue that needs further illumination. For the 
American businessman has played an enor- 
mous role in the development of our foreign 
policy, a role that is even greater today. His 
interests impinge on foreign policy in a num- 
ber of areas, including foreign trade, foreign 
investment, and the level of technology. It is 


1 Denis W. Brogan, “The End of Illusion?” Yale Re- 
view, XLVII (Winter, 1958), 171, 173, 174. 
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true, as Brogan says, that the businessman is 
taken as “the representative American,” who 
is given credit for organizing our population 
and resources to pour out goods in a volume 
unmatched in the world. This productive 
power has provided the absolutely crucial 
underpinning for our foreign policy. Whether 
it will do so in the light of the nuclear revolu- 
tion in strategy remains to be seen, but recog- 
nition of the production-policy nexus undoubt- 
edly played an important role in the respect 
accorded business views on foreign affairs as 
well as on domestic policy. 

In the light of this deference paid to busi- 
ness and because of the impact of business on 
our foreign policy, it is important to know 
something of the business philosophy as it 
bears on foreign affairs. Is its conceptual 
framework too narrow, as Brogan implies, or 
is it adequate for the crisis we face? What 
goals do businessmen and business organiza- 
tions believe American foreign policy should 
pursue? These questions are broad in scope, 
and no definitive answer will be attempted 
here. But the issues raised deserve examina- 
tion, and a survey of representative business 
viewpoints may furnish a useful beginning. 

Business, of course, no more represents a 
monolithic unity than does any other segment 
of the population. There are small business- 
men and big businessmen; there are business 
organizations to whom any government inter- 
vention in the economy is an anathema and 
those more ready to accept such intervention; 
there are Republicans and there are Demo- 
crats. But whatever their particular orienta- 
tion or interest, it would be fair to say that 
businessmen as a group reflect what has be- 
come in fact the major foreign policy con- 
sensus of the country—namely, that the United 
States cannot escape involvement with the 
world and under current conditions has no 
choice but to be the leader of the free world 
coalition. As Clarence Randall, an articulate 


member of the business community, has put it 
in A Creed for Free Enterprise, the United 
States is in the center of world affairs whether 
we like it or not. What is important is how we 
conduct ourselves in this situation. Randall 


follows through on this theme in Freedom’s 
Faith when he says: 


“Let history say what it will as to the cause, we 
Americans are up to our ears in world problems, 
and we must make up our minds what we pro- 
pose to do about them. There can be no turning 
back, no ‘disengaging’ as the military say, for 


9 


the world has us too firmly in its grasp.”* 


Randall's sentiments are echoed by the pol- 
icy statements of leading business organiza- 
tions and by the pragmatic acceptance of 
America’s international status reflected in the 
pages of house organs, trade association jour- 
nals, and so forth. In general, one is more likely 
to find support for an affirmative American 
role in world affairs from businessmen who 
come from a middle- or upper-class back- 
ground or who profess a “liberal” philosophy. 

In addition, businessmen support groups 
such as the Council on Foreign Relations, the 
Foreign Policy Association, and many others. 
The directors of these 
usually bankers, industrialists, or corporation 


organizations are 


lawyers. In their sponsorship of research, pub- 
lication, and adult education, these groups 
exercise a great deal of influence on the more 
educated and articulate citizenry—just those 
individuals vitally concerned with our foreign 
policy. By and large, it is probably fair to say 
that such organizations favor a broad-gauged 
internationalism consisting of a belief in the 
evils of isolationism as well as support for our 
system of alliances, for American participation 
in the United Nations and for that organiza- 
tion itself, for reciprocal trade, and for the 
continuance of foreign aid. The foundations 
themselves, with businessmen as trustees and 
directors, undertake programs of student ex- 
change, economic development assistance, 
and other good works that manifest a belief 
in the desirability of international coop- 
eration. 

Of course, it is easy, if not always accurate, 
to interpret business’ concern with foreign 
policy as a product of the very substantial ma- 
terial stake that American business has in the 


2 Clarence B. Randall, Freedom’s Faith (Boston: Lit- 
tle, Brown & Co., 1953), p. 115. 
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success of that policy. But even when this in- 
terest is taken into account, the very existence 
of so much concern with the nature and re- 
sults of foreign policy is indicative of recogni- 
tion by American business of the threat posed 
by the Communist world to American secu- 
rity. If business demonstrated an awareness of 
danger ten years ago by its support of the 
Marshall Plan, does it not seem logical to as- 
sume that it should be at least equally alive to 
the dangers of the Sputnik Age? In short, one 
wonders if the implications of Brogan’s indict- 
ment, in this particular at any rate, are not 
overdrawn. On the record, most of the Ameri- 
can business community has understood the 
jeopardy in which the Soviet power drive has 
placed this country and free institutions gen- 
erally. 


i 
Lo 1s world conflict of power and ideas, 
American business brings a philosophy rooted 
in loyalty to free enterprise, which means, in 
practice, acceptance of varying degrees of 
government intervention in the economy. The 
National Association of Manufacturers, for 
example, would like to restrict such regulation 
to a bare minimum, although even it accepts a 
certain amount of intervention as a fait ac- 
compli. The Chamber of Commerce, as the 
largest and most representative American 
business organization, although sharing the 
same general views, is presumably less un- 
compromising in its stand on this issue. The 
younger offshoot of the National Chamber, the 
Junior Chamber of Commerce, has at times 
waxed eloquent in its praise of free enterprise, 
although it has also manifested a more moder- 
ate view on occasion. 

The most important business organization 
generally supporting our mixed governmental- 
private economy is the Committee for Eco- 
nomic Development.* In this attitude it is now 
joined by such other organizations as the Na- 
tional Planning Association, which strictly 
speaking is not solely a business organization. 


* Gabriel A. Almond, The American People and For- 
eign Policy (New Haven, Conn.: Yale University Press, 
1950), p. 166. 








But influential as they may be, these organiza- 
tions represent only a minority of business 
opinion and have not succeeded in altering the 
dominant impression of an American business 
community devoted to the preservation and, 
if possible, the expansion of untrammeled pri- 
vate enterprise. 


Of equal importance with free enterprise 
in the scale of business values is its prefer- 
ence for economy in government. What we 
might call orthodox business doctrine has con- 
sistently decried the inflationary effects of 
government spending and proclaimed the 
necessity for an end to excessive government 
expenditure. To confirm this, one need only 
peruse the policy declarations of the Chamber 
of Commerce, the NAM, or even the pages of 
Fortune. 


Although the general business belief in pri- 
vate enterprise and governmental economy 
applies primarily to domestic conditions, it is 
obvious that these two principles apply to for- 
eign policy as well. After all, what could be 
more natural for businessmen than to carry 
over into foreign policy those categories in 
terms of which they are accustomed to view 
domestic affairs? Yet it is an unfortunate fact 
that these business desiderata often conflict 
with the necessities of foreign policy, particu- 
larly when they are elevated to the status 
of articles of faith. In such a case, Brogan’s 
strictures on the rigidity of business’ thinking 
about foreign policy assume a sharper rele- 
vance. 

Thus, one may discern certain clear-cut 
dichotomies arising in business’ attitudes to- 
ward foreign policy. The first and probably 
the most generally applicable of these derives 
from the sensitivity of the bulk of the business 
community to the cost of those programs that 
they are inclined to support on the grounds 
of national security. To put it in terms of sol- 
vency versus security would be a vast and 
grossly unfair oversimplification, as conserva- 
tive business sentiment sincerely believes 
that government spending can reach the point 
where our security is called into question. But 
the conflict between fiscal prudence and the 
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broader considerations of security is at the 
heart of this dilemma. 

This dichotomy can be illustrated by refer- 
ence to both foreign aid and national defense, 
those programs of prime importance in our 
effort to counter Soviet expansion. Thus, 
speaking of the technical assistance embodied 
in President Truman’s Point Four Plan, Clar- 
ence Randall had this to say as far back as 


1952: 


“No honestminded businessman can fail to see 
that American security, and that alone is the 
test, has been advanced in the past five years, 
and the question now before us is how and 
where to stop before it comes tragically to pass 
that this security has been purchased at the cost 
of permanent impairment of the soundness of 
our economy.” * 


Randall, be it remembered, is considered a 
member of the liberal wing of business lead- 
ership. The United States Chamber of Com- 
merce supports foreign economic assistance 
on a grant basis, “only in such cases and in 
such amounts as can reasonably be justified 
by reciprocal contributions to the immediate 
and long-range security of the United States.”° 

Finally, when, in April, 1957, Mr. Dulles 
proposed a program calling for a long-term 
plan of foreign economic assistance, no organ- 
ization representing what we have termed or- 
thodox business opinion spoke up on its be- 
half, although a cep study independently 
arrived at a similar conclusion. Evidently, for 
much of the business world the relatively small 
outlays for developmental assistance abroad 
will not bring commensurate returns for our 
national security. 


OF course, not all business leaders or busi- 
ness organizations feel this way. Paul Hoff- 
man, as a person formerly very deeply engaged 
in the foreign aid program and, like Randall, 
a spokesman of business’ liberal wing, has re- 


*Clarence B. Randall, A Creed for Free Enterprise 
(Boston: Little, Brown & Co., 1952), p. 147. Italics are 
mine. 

5 U.S. Chamber of Commerce, Policy Declarations on 
World Affairs (Washington: Chamber of Commerce of 
the United States, 1955), p. 6. 


peatedly warned of the need for expanding 
our economic aid offensive, particularly in 
Asia. The future of the world, he has noted, 
may rest on the ability of the young democ- 
racies to achieve prosperity while keeping 
their freedom. Marion B. Folsom, formerly 
Secretary of Health, Education, and Welfare, 
in a report prepared for the Committee for 
Economic Development several years ago, 
stressed the importance of the Point Four pro- 
gram in achieving this objective. 

In expressing sentiments of this character, 
Hoffman and Folsom are at one with many 
leading commentators on foreign affairs. In- 
deed, if there is one thing on which foreign 
affairs experts seem agreed, it is that the battle 
for the world is joined on the field of economic 
assistance every bit as much as it is in the 
competition for missiles and satellites. But it 
is not so easy to demonstrate the value of tech- 
nical or developmental assistance to America’s 
security as it is to show how the massive in- 
jections of dollars saved France and Italy for 
the free world, even though the long-range 
effects of current programs are certainly no 
less vital. Under these conditions, the business 
community is more amenable to those con- 
siderations of doctrine that would limit gov- 
ernment spending. Furthermore, it expects 
financial conservatism from a businessman’s 
administration. Thus, while it does not oppose 
all economic and technical assistance abroad, 
its endorsement of such assistance is hardly 
enthusiastic. If we assume the importance of 
such technical assistance, and certainly the 
underdeveloped states regard it as crucial, 
then business’ caution in this regard may be 
taken as illustrative of Brogan’s point that the 
national welfare is at times best served by 
policies that seem to run counter to short-run 
business interests. 


When we turn to the question of national 
defense, the dichotomy shows up with a most 
revealing clarity. Thus, while business is 
surely no less patriotic than any other element 
in our society in its concern for economy in 
government and in its fear of the inflationary 
effects of government spending, it has gen- 
erally tended to look askance at the staggering 
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fiscal demands of defense. Business organiza- 
tions have generated heavy pressure toward 
cutting down these expenditures, provoking 
the famous outburst by Charles E. Wilson, 
then Secretary of Defense, that some of his 
rich friends in the Chamber of Commerce 
gave him a pain in the neck.® All of this was 
before Sputnik I; but even since that eventful 
day, the prevailing business counsel has often 
seemed to be one of caution, of “Don’t let’s lose 
our heads now; the Russians may have stolen 
a march on us technologically, but we can't let 
that upset the principles of sound govern- 
mental finance.” This certainly represents the 
kind of thing against which Brogan was in- 
veighing. 

Another conflict of values within the busi- 
ness community arises from its devotion to the 
free enterprise principle. This question mani- 
fests itself most directly in the matter of for- 
eign economic assistance where the possible 
political gain to the United States has to be 
weighed against the encouragement of con- 
trolled economic systems. Since most of the 
new nations of the world that seek to indus- 
trialize believe they can do so only on the basis 
of government planning, the bulk of the Amer- 
ican business community finds another reason, 
along with its dislike of government spending, 
for qualifying its support of economic assist- 
ance abroad. 

Another aspect of this same problem con- 
cerns the matter of foreign investment. One 
reason that conservative business is rather 
lukewarm over government assistance is that 
its philosophy predisposes it to favor private 
investment as the means of developing re- 
tarded areas. Private investment abroad 
should also reduce government spending pro- 
portionately and thus accord with business 
views on fiscal prudence. But private invest- 
ment will be attracted to those areas where it 
can operate most freely, which, as we have 
seen, are not those where capital is most 
needed. Here the logical contradiction shows 
up most forcibly, for while conservative busi- 
nessmen are aware of the importance of keep- 


® New York Times, May 3, 1957, p. 1. 








ing the underdeveloped nations out of the 
Communist camp, they are loath to endorse 
large-scale government assistance to that end 
because such assistance runs counter to their 
ideological predilections. Furthermore, de- 
spite their considerable volume, American 
private investments in the underdeveloped 


-areas have not made up the gap. In 1956, the 


Committee for Economic Development, for 
example, pointed out that the underdeveloped 
countries of the free world might be able to 
use effectively as much as $500 to $1,500 mil- 
lion of new foreign capital each year over and 
above what they were currently receiving. 


This is not to say that private investment 
could necessarily make up this gap nor even 
that reluctance to invest in underdeveloped 
areas is unwarranted. It is simply an illustra- 
tion of the effect of ideology as well as self- 
interest on business’ role in foreign policy. 


There is one more major conflict within the 
business community affecting foreign affairs— 
the matter of foreign trade policy. However, 
this is an area in which ideology gets some- 
what twisted out of shape. To be ideologically 
consistent, orthodox business would have to 
stand for completely unregulated trade, for 
such a policy is the only one consonant with its 
professed faith in the greatest measure of free 
enterprise. But such a policy is completely out 
of the question in any realistic sense, not only 
because the whole history of the republic is to 
the contrary but because the American peo- 
ple, in all probability, would not stand for the 
dislocations it might cause. In any event, the 
business community divides on the issue ac- 
cording to its respective interests. Thus, the 
smaller manufacturer, the man who makes 
watches, textiles, pottery, toys, or optical 
goods, tends to be a protectionist. New Eng- 
land fishermen also seek protection. So do 
some lumbermen, particularly in the plywood 
industry, and so does the chemical industry. 
But otherwise it would be fair to say that the 
preponderant weight of American industry fa- 
vors liberal trade policies such as those em- 
bodied in the Reciprocal Trade Act. This is 
borne out by testimony offered before the 









90 Business HoRIzons 


House Ways and Means Committee on the re- 
newal of the Reciprocal Trade Agreements 
Acts.’ At any rate, any business rigidity on for- 
eign trade policy is chargeable not so much to 
doctrine as to concrete interest. 


© THESE beliefs in the efficacy of private en- 
terprise and the limitation of government ex- 
penditures, which are so widespread in the 
business community, constitute too narrow a 
base for the formulation of an effective foreign 
policy? In some respects, perhaps so, assuming 
that one genuinely believes in the necessity of 
economic aid and liberal foreign trade. But 
surely the fault lies with all of America rather 
than with business alone. Pressures against 
foreign aid, for example, come from many 
quarters, and it is often the lower income 
groups who oppose expenditures on behalf of 
what they deem to be ungrateful and uncoop- 
erative allies or uncommitted neutrals such as 
India. Surely opposition to increased imports 
is manifested as much by those whose jobs 
would be affected as by those whose busi- 
nesses would have to face unwelcome foreign 
competition. Indeed, as Almond points out in 
The American People and Foreign Policy, a 
more nationalistic attitude toward foreign 
affairs seems to coincide with a lower place in 
the socioeconomic scale. By the same token, 
the action of Alabama and South Carolina in 
adopting discriminatory legislation against 
the sale of Japanese-made textiles is evidence 
of a sentiment that goes beyond the bound- 
aries of mere conservative business opinion. 
To turn to another sphere, the philosophy of 
“a bigger bang for a buck” must have had its 
partisans in the services as well as in some 
economy-minded members of the National 
Association of Manufacturers. 

Thus, if there are deficiencies in the con- 
ceptual background of American foreign pol- 


7 Renewal of Trade Agreements Act, Hearings before 
the House Ways and Means Committee, 85th Cong., 2d 
sess. (Washington: U.S. Gov't Printing Office, 1958), p. 
638ff. See particularly the testimony of A. P. Sparboe, 
Vice-President of Pillsbury Mills, appearing in behalf of 
the Chamber of Commerce of the United States. 


icy, those deficiencies spring from ideas as to 
the nature of foreign policy that seem strongly 
embedded in our culture at all levels of so- 
ciety. These illusions can be categorized as 
follows: First, there is the feeling that power 
politics is somehow evil, as if any political 
end, good or evil, can ever be attained without 
the use of power in some form. Second, it is 
believed that the art of diplomacy needs no 
special competence. While the strength of this 
conception has diminished, it still continues 
to persist—witness the practice of both major 
parties in appointing ambassadors from the 
ranks of wealthy businessmen, usually busi- 
nessmen who have been generous contributors 
to the party in power. Evidently the public 
continues to draw a correlation between suc- 
cess in the tough, exacting world of business 
and ability to succeed in what is perhaps the 
most demanding phase of public service, or 
else it would not tolerate this practice. (The 
success of the occasional gifted amateur, such 
as Chester Bowles, does not invalidate the ob- 
servation that as a general rule the diplomatic 
professional is to be preferred. ) Finally, there 
is the illusion of complacency—the idea that so 
long as right is on America’s side, she will tri- 
umph in any international competition— 
coupled with a characteristic underestimation 
of the adversary, whoever he may be. Sup- 
posedly, Soviet achievements in space have 
shattered the latest manifestation of this illu- 
sion, but one cannot be sure. 

But in these deficiencies and criticisms lies 
a new challenge for American business. That 
challenge is to take the lead in freeing itself 
and the American people from those miscon- 
ceptions that lie at the heart of public attitudes 
toward foreign policy. 


EVERAL courses of action lie open to business 
if it is to rise to this challenge. One that seems 
most apparent is in the field of adult education, 
where business could expand its support of 
lectures, discussion programs, and courses de- 
signed to build an informed and continuous 
public interest in foreign affairs. Indeed, a pro- 
totype is already operating in this area in the 
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programs of the World Affairs Councils set 
up in a number of our major population cen- 
ters under the aegis of the Foreign Policy As- 
sociation. 

Despite its seemingly obvious desirability, 
there are distinct drawbacks in any such pro- 
gram, however. First, it runs the risk of merely 
preaching to the converted. If its audience 
were to consist of those already interested, it 
would add little if anything to what is already 
being done. If it should seek to reach out to a 
mass audience, there is always the danger that 
the temptation to sloganize, to oversimplify 
the very complex issues of foreign policy 
would become too strong to resist. In such a 
case, the program would be deprived of re- 
spectable intellectual support. Finally, there 
would be the difficulty of maintaining objec- 
tivity. Certainly any business program for edu- 
cation in world affairs that became suspect as 
propaganda for specific business views would 
find its usefulness destroyed. Nonetheless, real 
as these difficulties are, a program along the 
lines suggested might be well worth the effort. 

But business can help to eliminate the mis- 
conceptions mentioned in other ways that may 
be more effective than any comprehensive 
educational program. The principal means by 
which this can be done involves at least one 
change in the busjness ideology just discussed. 
We cannot expect business to give up its con- 
cern with American security, nor should we. 
Nor can we expect business to abandon its 
concern with the cost of government. Finally, 
we cannot realistically expect those industries 
hurt by foreign competition to favor an anti- 
protectionist foreign trade policy. 

However, businessmen would best serve 
their own interests by abandoning their tend- 
ency to cast over-all economic alternatives in 
terms of complete state planning or complete 
free enterprise. Such a concept does not give 
a true picture of any economy, especially not 
of most countries that need our help. If it 








played a lesser role in business’ thinking, the 
business community might more readily turn 
its attention to improving the efficiency of our 
programs of aid to underdeveloped areas, 
which, as has been mentioned, may be vital 
to our security in the long run. Furthermore, 
such a change in attitude might lead to a 
greater volume of private investment in those 
areas. 


It is even conceivable, although admittedly 
not probable, that business might propose 
some new form of cooperative endeavor with 
the government in financing economic devel- 
opment if it were more ready to admit the 
mixed character of our economy. Finally, it 
might more readily favor measures designed 
to aid the readjustment of those areas and 
industries hard hit by the competition of im- 
ports or the slackening of defense spending. 


Insofar as a specific role for businessmen 
in administering foreign policy is concerned, 
it would seem that the lead was given during 
the days of the Marshall Plan, when a number 
of businessmen headed our country’s aid mis- 
sions. Today, businessmen of top caliber might 
well perform a similar function in our eco- 
nomic and technical assistance missions. But 
it would seem advisable to minimize the prac- 
tice of businessmen-ambassadors to the great- 
est extent consistent with political realities. 
The solution of this problem is one not only 
for business but for the leadership of both our 
major parties. If business organizations would 
throw their weight behind an enhanced role 
for career diplomats, they would give that 
party leadership some assurance that a change 
in traditional patronage policies would not be 
politically damaging. 

A program along the lines suggested should 
help the business community earn respect for 
its foreign policy acumen rather than deriving 
it as an act of deference. Brogan’s critique will 
then have lost its strongest point. 





L. VANN SEAWELL 


Corporate 
Annual 
Reports 


Financial Fantasy 


Without adequate information about the results of business operations 
no one could make intelligent decisions, and our economy would fall apart.’ 


FTER a two-year study of nearly 800 pub- 
lished annual reports of American indus- 

trial corporations, it is impossible for me to 
avoid a conclusion that corporate reporting to 
shareholders is in some respects a financial fan- 
tasy. As a professional accountant, I take no 
pleasure at all in making this serious charge 
because we accountants have contributed 
most to the fantasia that exists today in some 
areas of financial reporting. I speak out only 
to bring attention to a situation that may well 
threaten the stability and growth of the Ameri- 
can economy, and to offer some suggestions as 
to how a greater degree of agreement, cer- 
tainty, and reliability in corporate financial 


reporting might be made secure. 
HISTORICAL BACKGROUND 

Our economic progress during the twentieth 

century has been marked by the growth of la- 


bor organizations, the widespread use of 


Mr. Seawell is Assistant Professor of Accounting at Indi- 
ana University. 
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credit, the expanded role of government in 
economic affairs, and the emergence of the 
business corporation in which there is a sep- 
aration of ownership and management. It was 
only logical that the information contained in 
corporate financial reports would become the 
basis for many important decisions and poli- 
cies of labor groups, business managements, 
creditors and investors, regulatory and taxing 
agencies of governmental units, and political 
parties. Since the quality of these decisions 
and policies are related, at least in part, to the 
completeness and reliability of corporate fi- 
nancial representations, a need arose for a 
new profession whose function was to provide 
assurance of the reliability and integrity of 
published financial data. 

The responsibility for verification of finan- 
cial data was given to the independent profes- 
sional auditor. After the original recognition of 
the certified public accountant by New York 
in 1896, similar legislation soon was enacted 
in all states in response to a growing realization 


* Marquis G. Eaton, “Financial Reporting in a Changing 
Society,” The Journal of Accountancy (August, 1957), 
p. 25. 
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of the importance of the independent account- 
ant. The growth in number of certified public 
accountants to more than 60,000 in a half- 
century is sufficient evidence of the utility of 
the profession’s economic function. 


In the formative years, the accounting pro- 
fession generally did not appear to be fully 
aware of its obligation to investors, creditors, 
business managements, labor organizations, 
and other economic groups to develop and 
maintain unimpeachably high standards of ac- 
counting practice and financial reporting. The 
often misleading and irresponsible financial 
reporting practices of the 1920's played a lead- 
ing role in those years of hectic finance and 
eventual collapse. There was wide latitude in 
presenting almost every item in corporate fi- 
nancial statements.” 

The waves of unfavorable publicity in un- 
sympathetic newspaper headlines, which re- 
ported instances of financial frauds long undis- 
covered by professional auditors, shocked the 
accounting profession into a renewed effort to 
develop improved ethical and technical stand- 
ards. What is now the American Institute of 
Certified Public Accountants embarked on a 
long-range program designed to assure the 
business world of the competence, integrity, 
and independence of the persons engaged in 
professional auditing as certified public ac- 
countants. In cooperation with the Securities 
and Exchange Commission and the New York 
Stock Exchange, the Institute has made con- 
siderable progress during the past twenty-five 
years. A uniform, nationwide testing program, 
designed to measure the technical competence 
of those seeking admittance to the profession, 
has been developed. The membership of the 
Institute has adopted a code of ethical stand- 
ards that emphasizes the requirements of in- 
dependence and objectivity. A program of re- 
search and publication has been implemented 
through the creation of Institute committees 
on terminology, auditing procedure, and ac- 
counting procedure. 


* “Standardization in Accounting and Individual Pro- 
fessional Judgment,” The Journal of Accountancy (Janu- 
ary, 1954), p. 37. 


AUDIT REPORT ENIGMA 


The independent auditor’s report on his ex- 
amination of corporate financial statements 
usually follows the recommended wording of 
the Institute Committee on Auditing Pro- 
cedure: 


“We have examined the balance sheet of x 
Company as of December 31, 1958 and the re- 
lated statement(s) of income and surplus for 
the year then ended. Our examination was 
made in accordance with generally accepted 
auditing standards, and accordingly included 
such tests of the accounting records and such 
other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the accompanying balance 
sheet and statement(s) of income and surplus 
present fairly the financial position of x Com- 
pany at December 31, 1958, and the results of 
its operations for the year then. ended, in con- 
formity with generally accepted accounting 
principles applied on a basis consistent with 
that of the preceding year.”* 


In this manner, the professional auditor ren- 
ders a supposedly objective and impartial 
opinion of the fairness of the financial meas- 
urements made by corporate accountants and 
the communication of such data to sharehold- 
ers by corporate managements. 


What are the generally accepted account- 
ing principles to which the financial represen- 
tations of corporate managements must con- 
form? The question is not unfair. The auditor's 
statement that the financial data are presented 
in conformity with certain principles implies 
that generally accepted accounting principles 
actually exist and that he has technical knowl- 
edge of them. If a body of generally accepted 
principles does not exist, and if auditors are 
unable to identify these principles, the pro- 
fessional auditor’s opinion has little, if any, 
significance. 


The Institute Committee on Accounting 
Procedure, since its creation in 1938, has issued 


3 Codification of Statements on Auditing Procedure 
(New York: American Institute of Accountants, 1951), 
p. 16. Italics are mine. 
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more than fifty accounting research bulletins 
that deal with troublesome accounting and fi- 
nancial reporting problems arising out of an 
ever-changing economic environment. An edi- 
torial appearing in the Journal of Accountancy 
commented on the publication of these bulle- 
tins by stating that they “may be regarded as 
the most authoritative pronouncement on ac- 
counting in the United States.”* John L. Carey, 
writing in an earlier issue of Business Hori- 
zons, stated: 


“The ‘generally accepted accounting princi- 
ples’ to which a certified public accountant re- 
fers in his opinion report are broad concepts 
that have evolved from business practice, and 
many have been formally defined and clarified 
in the accounting research bulletins of the 
American Institute of Certified Public Account- 
ants.”® 


It therefore seems reasonable to assume that 
the independent auditor refers at least in part 
to the Institute bulletins when he mentions 
generally accepted accounting principles. 

After two years of research and study, I 
have found little to support this assumption. 
If the Institute bulletins are statements of ac- 
counting principles, they are not generally ac- 
cepted accounting principles. What are the 
generally accepted accounting principles that 
are so vital to the meaningfulness of the audi- 
tor’s opinion? I do not know—and I doubt very 
much if anyone else does. To be sure, every 
professional accountant can identify a number 
of accounting principles, but are these prin- 
ciples generally accepted? 

Practicing accountants are hardly in a posi- 
tion to admit that they actually do not know 
to what they refer when they mention gener- 
ally accepted accounting principles. A few 
prominent accountants, however, have had 
the courage to point to the absence of agree- 
ment and uniformity in accounting practice 
and financial reporting. One of the leaders of 


4*“The Restatement of Accounting Research Bulletins,” 
The Journal of Accountancy (October, 1953), p. 424. 

5 John L. Carey, “The Expanding Role of the C.P.A.,” 
Business Horizons, I (Summer, 1958), 73. Italics are mine. 


the accounting profession in this country has 
argued that, if accounting principles cannot 
be defined, it must follow that the public has 
been misled to such an extent that the whole 
public accounting profession and_ business 
world are guilty of one of the biggest frauds 
ever perpetrated.® 

I would suggest that accounting principles 
have not been defined satisfactorily and that 
general acceptance or agreement in many im- 
portant areas of financial reporting currently 
does not exist. Because of this deplorable situa- 
tion, George O. May frankly stated that it is 
difficult to decide just what significance, if any, 
can be attached to the annual reports of Ameri- 
can corporations.’ 

A mystery to the layman, a controversial 
issue among professional accountants, a frus- 
tration to the student of accounting, and a 
source of embarrassment to the professor who 
often is asked by students to identify them, 
these generally accepted accounting princi- 
ples nevertheless are said to be the bases for 
determining and reporting the net income and 
financial position of American business cor- 
porations. All of us should be deeply con- 
cerned over this intolerable situation. 


METHOD OF RESEARCH 


The seven following areas of financial report- 
ing were selected for study from the Account- 
ing Research Bulletins of the Institute Com- 
mittee on Accounting Procedure: 

Comparative statements 

Working capital 

Inventories 

Contingency reserves 

Depreciation 

Net income, retained earnings, and income 

taxes 
Long-term leases 


® Leonard Spacek, “Can We Define Generally Accepted 
Accounting Principles?” The Journal of Accountancy 
(December, 1958). Mr. Spacek is managing partner of 
a well-known national firm of certified public account- 
ants. 

7™“A Talk with George O. May,” The Journal of Ac- 
countancy (June, 1955). 
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A random sample of 765 annual reports of 255 
American industrial corporations was secured, 
and evaluation criteria were established to de- 
termine the degree of compliance with the In- 
stitute opinions and recommendations in these 
seven areas of financial reporting. In instances 
of unsatisfactory compliance reflected in the 
annual reports, the independent auditors of 
the offending companies were asked through 
correspondence to provide a justification for 
the divergencies noted. The auditors’ replies, 
in turn, were evaluated in order to obtain a 
final determination of satisfactory or unsatis- 
factory compliance. In this manner, it was pos- 
sible to draw some conclusions as to the gen- 
eral acceptance and authority of the bulletins, 
the reasons for noncompliance, and the means 
by which general acceptance might be at- 
tained. 


Summary of Findings 


A summary of the findings of the study with 
respect to 255 annual reports for 1956 is pre- 
sented in Table 1. Although a substantial ma- 
jority of the reports reflected a satisfactory 
level of compliance with the bulletins of the 
Institute Committee on Accounting Proce- 
dure, it is somewhat less than sufficient to per- 
mit a reference to these bulletins as statements 
of generally accepted accounting principles. 
In my opinion, the importance of accounting 
principles to the profession necessitates a more 
extensive endorsement of, or compliance with, 
the arB (Accounting Research Bulletin). Per- 
fection, of course, is neither obtainable nor de- 
sirable, but should we not expect at least a 90 
per cent level of compliance for generally ac- 
cepted accounting principles? 

As indicated in Table 1, a satisfactory de- 
gree of compliance with the Institute bulletins 
was found in the areas of depreciation and 
high costs and of inventories. These findings 
were not altogether unanticipated. In the first 
place, the Institute bulletins dealing with the 
two subjects are relatively clearer and seem to 
be worded with a bit more authority than cer- 
tain other bulletins. Second, the two subjects 





TABLE 1 


Final Evaluations of Annual Reports, 
1956° 


Number of Satisfactory Unsatisfactory 
Qualitative Compliance Compliance 
Area Evaluations (per cent) 


(per cent) 

Depreciation 

and high costs 255 97.2 2.8 
Inventories 248 92.1 7.9 
Net income, 

retained 

earnings, and 

income taxes 255 83.4 16.6 
Long-term leases 66 75.7 24.3 
Working capital 255 73.0 27.0 
Contingency 

reserves 40 70.0 30.0 
Comparative 

statements 255 52.1 47.9 
Amortization of 

emergency 

facilities 49 49.1 50.9 

Total qualitative 

evaluations 1,423 78.2 21.8 






° Fiscal years ending after August 31, 1956 and before May 1, 
1957. 


Source: Author’s compilation. 


have been given more than a prorata share of 
emphasis in professional journals and at pro- 
fessional meetings during the past twenty 
years. It may appear inconsistent that the 
areas in which the degree of compliance was 
found highest are the two about which there 
is the greatest controversy. One must remem- 
ber, however, that what is and what is not 
good practice in these two areas has become 
clarified and accepted, albeit with some reluc- 
tance, because of this attention. Accountants 
still disagree on these two subjects, but few 
have dared to depart from what clearly is gen- 
erally accepted practice. A departure from 
generally accepted practice would probably 
have a material effect on the determination of 
net income, and accountants are rather fond of 
their sacred cows in this respect. 


EARNINGS AND TAXES 


For some time, there has been disagreement 
among accountants as to the proper financial 
statement disposition of so-called extraordi- 
nary charges and credits of material amounts. 
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The charges and credits in question are those 
that are not clearly identifiable with or do not 
result from the usual or typical business opera- 
tions of the period and that are of a generally 
nonrecurring nature, such as fire losses, lump- 
sum write-offs of intangible assets, and un- 
usual sales of fixed assets. Some accountants 
advocate the inclusion of all such items in the 
determination of periodic net income, while 
others would exclude such items from the net 
income determination. 


The problems arising over the presentation 
of extraordinary charges and credits are com- 
plicated by the fact that the net income re- 
ported to shareholders may differ materially 
from the taxable net income that is determined 
in accordance with federal income tax law. 
This frequent and often material divergence 
between net income determined in accordance 
with federal income tax law and net income 
determined within the framework of generally 
accepted accounting practice presents finan- 
cial reporting problems that are magnified by 
prevailing high corporate income tax rates. 
Chapter 10, Section B, of ars 43 includes a 
requirement that taxes on income, like any 
other expense, be reflected in the income state- 
ment in an amount properly allocable to the 
income included in the income statement for 
the year. Otherwise, besides reflecting an im- 
proper matching of revenues and expenses, 
the income statement might present a dis- 
torted and even ridiculous relationship be- 
tween reported net income and income tax 
expense; in certain circumstances, the income 
tax expense might well exceed the reported 
before-tax net income. Such a financial pres- 
entation would tend to confuse or mislead 
many of the users of corporate annual reports. 


These final evaluation results in Table 1 in- 
dicate a favorable degree of compliance in 
corporate annual reports with the pronounce- 
ments of the Committee that relate to the pres- 
entation of net income, the treatment of extra- 
ordinary items, and the allocation of income 
taxes. The findings in this area reflect an 83.4 
per cent level of satisfactory compliance, 
which is exceeded only by the compliance 


ratings given to presentations of inventories 
and financial data relating to depreciation and 
high costs. Investigation into the areas of com- 
parative statements, working capital, contin- 
gency reserves, and long-term leases produced 
much lower levels of satisfactory compliance. 


Long-Term Leases 


Long-term leases, particularly those resulting 
from sale and lease-back, appear to have en- 
joyed considerable popularity in recent years 
as a method of financing the acquisition of 
use rights to real properties. The use of this 
device by many corporations may be partially 
explainable as being the result of certain fi- 
nancial advantages in leasing rather than 
owning. Sale and lease-back is said also to 
provide certain income tax benefits to the 
lessee company. 

The fact that both financial and income tax 
advantages attributed to the sale and lease- 
back arrangement may often be more im- 
agined than real has led one prominent ac- 
countant to ask, “What is the real motivation 
for such leases?” The answer he suggested 
was: 


“When managements take their hair down as to 
the reasons for going into leasebacks, it is to 
avoid showing a debt on their balance sheets— 
in spite of the fact that such debt actually exists 
through the leaseback. The disclosures now 
shown on balance sheets of the annual rental 
under these leasebacks gives the investor just 
slightly more than nothing.”® 


Could it be that the independent auditor, 
either lacking adequate guiding principles in 
this area or failing to observe them, assists 
management in this bit of deception? 

The final evaluation results shown in Table 
| indicate that the committee pronouncements 


8 In “Accounting Has Failed to Prevent Major Misrepre- 
sentations,” an address by Leonard Spacek before the Chi- 
cago Control of the Controllers’ Institute of America, on 
April 19, 1956. Mr. Spacek’s position is supported by Dr. 
Gordon Shillinglaw in “Accounting for Leased Property 
by Capitalization,” N.A.A. Bulletin, XXXIX (June, 1958), 
31-44. 











on long-term lease disclosure by lessees cur- 


CORPORATE ANNUAL REPORTS — FINANCIAL FANTASY 97 








rently enjoy a relatively high, but a less than 
desirable, degree of acceptance by the pro- 
fessional independent accountant. It is likely, 
however, that these findings are inaccurate to 
an extent because of the relatively infrequent 
appearance of long-term leases in the annual 
reports covered in this study. 


Working Capital 


The ability of a corporation to obtain short- 
term funds, pay cash dividends, and absorb 
temporary operating difficulties depends, in 
part, on a favorable relationship between its 
relatively liquid resources and its current obli- 
gations. Current financial position is therefore 
of particular interest to certain users, notably 
those in creditor positions, of corporate finan- 
cial reports. Bond indentures, institutional 
credit agreements, and preferred stock ar- 
rangements frequently contain provisions re- 
quiring the maintenance of a specified level of 
net working capital. In recognition of the im- 
portance of the ebb and flow of funds to users 
of its annual reports, managements sometimes 
include a statement that depicts the sources 
and applications of funds leading to the 
change in working capital during the fiscal 
period. This ancillary statement may disclose 
significant changes in current financial posi- 
tion not apparent from a casual comparison of 
balance sheets. 

Working capital is here defined as the ex- 
cess of current assets over current liabilities. 
The amount and significance of computed 
working capital in a given situation, then, de- 
pends primarily on the bases of valuation and 
the composition of the current asset and cur- 
rent liability classifications. The amount of 
working capital is governed, in part, by the 
valuations assigned to current assets and cur- 
rent liabilities and the inclusion in or exclusion 
of certain resources and liabilities from the 
current classifications. The significance of 
working capital rests, in part, on the validity 
of the valuations assigned and the theoretical 
correctness of the composition of the current 





classifications. The usefulness of the working 
capital presentation depends on the extent of 
disclosure of valuations and offsets and a logi- 
cal and consistent identification of current as- 
sets and current liabilities. 


Although the findings appear to be indica- 
tive of a relatively extensive acceptance of the 
sections of ARB 43 and 45 pertaining to working 
capital, the degree of compliance is hardly 
sufficient to justify a conclusion that the state- 
ments of the committee pertaining to working 
capital are statements of generally accepted 
accounting principles. There is some evidence 
that certain of these statements are regarded 
as principles, but prominent use is made of so- 


called alternative principles. It cannot be said 


that the committee opinions and recommenda- 
tions, in their entirety, are generally accepted. 


Contingency Reserves 


The management of a corporation may choose 
to segregate or earmark a portion of retained 
earnings as a hedge against possible future loss 
arising out of a contingency. General purpose 
contingency reserves, with which this section 
is concerned, are created: 


1 For general undetermined contingencies, 

2 For a wide variety of indefinite possible 
future losses, 

3 Without specific purpose reasonably re- 


lated to operations of the current period, 
or 


4 In amounts not determined on the basis 
of reasonable estimates of costs or losses.°® 


Such a reservation of retained earnings may 
serve a useful purpose to the extent that it pro- 
vides a reasonably justified note of caution to 
the users of corporate financial statements, but 
the practice is also susceptible to abuse. 

The final results of this study indicate that 
of 40 companies judged to have contingency 


® Norman J. Lenhart and Philip L. Defliese, Montgom- 
ery’s Auditing (New York: The Ronald Press Company, 
1957), p. 402. 
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reserves, only 70 per cent received a satisfac- 
tory compliance rating. A much higher level 
of acceptance would seem to be required. 
The wording of arB 43 as it pertains to con- 
tingency reserves appears sufficiently clear ex- 
cept for the fact that it does not call for an 
unmistakable identification of general contin- 
gency reserves in financial statements. The 
labeling of numerous reserves—ranging from 
appropriations of retained earnings to esti- 
mated liabilities-encountered in this study 
was generally characterized by vagueness and 
lack of uniformity. There appears to be a defi- 
nite need for clearer and more uniform termi- 
nology in describing the nature and purpose 
of the various types of reserves. The fact that 
reserves for various purposes were often com- 
bined into one account for balance-sheet 
presentation tended to magnify the problem. 
In addition to the use of inadequate termi- 
nology and the combination of several reserves 
into a single figure for balance-sheet purposes, 
the lack of uniformity in the classification of 
contingency reserves was a notable character- 
istic of presentations in the annual reports. 
Reserves taken to be general contingency re- 
serves were found in the shareholders’ equity 
section, in a separate reserves section between 
liabilities and shareholders’ equity, and in the 
liabilities section of balance sheets. Such vari- 
ations in balance-sheet presentation make an 
appraisal of results of operations and financial 
position more difficult than necessary. 


Comparative Statements 


Intelligent investor and creditor decisions rest 
in part on an ability to abstract accurate and 
reliable impressions from corporate annual re- 
ports. A business management actually ren- 
ders a disservice when its annual report con- 
tains financial information only for the current 
year and year end. The independent auditor, 


then, should encourage management to pro- 
vide supplemental information that will be 
useful in evaluating the significance of the 
amounts and relationships reflected in the fi- 
nancial statements of a single year. He should 
disapprove any presentation tending to over- 


emphasize the importance of current perform- 
ance and should bring attention to the fact 
that single-year statements are merely peri- 
odic installments in a continuing financial 
history. 

The practice of presenting comparative fi- 
nancial statements is helpful for this purpose, 
since it provides a reference to past fiscal per- 
formance that places the current statements in 
proper perspective. The Securities and Ex- 
change Commission, for example, requires in 
certain instances the presentation of income 
statements for three consecutive years and 
both beginning and ending balance sheets. 
The study of financial position at the begin- 
ning and end of a fiscal period or a comparison 
of net income for several consecutive years is 
decidedly more illuminating than knowledge 
only of financial position at a given date and 
operating results for a single year. Periodic 
changes in financial position and operating re- 
sults may often be of greater significance than 
the absolute amounts of resources, equities, 
and accumulated profits. 

The accounting profession, it would appear, 
does not think of the practice of presenting 
comparative statements as an accounting prin- 
ciple. It was pointed out repeatedly that the 
use of comparative statements in annual re- 
ports is a prerogative of corporate manage- 
ments, since the financial statements are pri- 
marily the representations of management. 
The wording of arB 43 with respect to com- 
parative statements is interpreted by auditors 
not as a requirement but as a rather weak 
recommendation or suggestion. Some recogni- 
tion, however, was given by auditors to a pos- 
sibility that they might have some small obli- 
gation to shareholders that can be fulfilled 
merely by suggesting the use of comparative 
statements to management. 

That many auditors and corporate manage- 
ments nevertheless consider the use of com- 
parative statements a highly desirable practice 
cannot be denied. Fully 80 per cent of the an- 
iual reports included in this study presented 
at least two of the customary three formal fi- 
nancial statements in comparative form. The 
annual surveys of the American Institute of 
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Certified Public Accountants also provide 
clear quantitative evidence of a substantial 
and continuing increase in the number of com- 
parative statement presentations in the annual 
reports of American industrial corporations 
since 1946. 

Quantitatively, then, existing practice with 
respect to comparative statement presenta- 
tions is fairly tolerable. The present study, 
however, made a qualitative examination of 
this area of reporting, and found definite indi- 
cation of a considerably less favorable situa- 
tion than the quantitative measurements of 
the aicpa might lead one to expect. 

The reason most frequently given for a fail- 
ure to present comparative statements covered 
by the auditor's opinion was that of manage- 
ment opposition. What worthy motives could 
lie behind such opposition? Even where man- 
agement may admit to an unworthy motive for 
its opposition to comparative statements, the 
auditor apparently cannot, under the author- 
ity of ARB 43 as now worded, insist that com- 
parative statements be presented to stock- 
holders. 

Replying auditors also attempted to justify 
their failure to present formal comparative 
statements by pointing out that comparative 
data appeared in other sections of the annual 
reports. The flaw in this argument is that the 
stockholder has no impartial, independent as- 
surance of the reliability and fairness of sup- 
plemental comparative data not covered by 
the auditor's opinion. The use of isolated seg- 
ments of financial statements and informal 
narrative comments, within admitted limits, 
gives management an opportunity to create a 
favorable impression where it may not be justi- 
fied, or at least to make an unfavorable situa- 
tion somewhat less obvious. This is not to say 
that business managements are dishonest, but 
that recognition must be given to a perhaps 
understandable tendency to present favorable 
comparisons to stockholders and to omit those 
that are unfavorable. 

It is noteworthy that the supplemental com- 
parative information presented in over 70 per 
cent of the reports examined was in the form 





of comparative segments of statements and 
comparative commentary in the president’s 
letter to stockholders rather than in the form 
of complete comparative financial statements. 
The auditor has no control over or responsi- 
bility for such supplemental representations 
of management, but this point may not always 
be entirely clear to an unsophisticated stock- 
holder who finds the auditor’s opinion within 
the same cover! 

The instability of the dollar raises another 
important question regarding comparative 
statement presentations. Might not the rela- 
tively high degree of quantitative acceptance 
of comparative statement presentations by 
management be attributed, at least in part, to 
the inflationary economic situation of recent 
years? Even if a company has made no prog- 
ress in real terms, a steady rise in the price 
level tends to guarantee that comparisons in 
terms of dollars will give an illusion of prog- 
ress to stockholders. Knowing that this may 
be the reason for management's approval of 
comparative statement presentations, I be- 
lieve that the auditor has some obligation to 
stockholders and other users of corporate an- 
nual reports to comment on the general effects 
of price-level changes. 


Amortization of Emergency Facilities 


The relative infrequency of appearance of 
emergency facilities may have introduced a 
certain degree of statistical inaccuracy into the 
findings. Even allowing for a reasonable range 
of error in the findings, the opinions and rec- 
ommendations of the committee relative to 
depreciation and amortization of emergency 
facilities do not appear to be generally ac- 
cepted. 


NONCOMPLIANCE WITH ARB’S 


The replies received from auditors permitted 
certain conclusions to be drawn as to the rea- 
sons for noncompliance with the Institute bul- 
letins. First, it appears that the weak lan- 
guage and equivocal wording employed in the 





100 BusINESS HORIZONS 


bulletins are, to a large extent, responsible. 
All too often, the committee statements con- 
tain what might be called “weasel words’; that 
is, the permissive may rather than the more 
compulsive should or imperative must. The 
bulletins also are replete with phrases such as 
ordinarily desirable and where practicable. 
Auditors indicated that they did not feel com- 
pelled to follow the recommendations of the 
Committee on Accounting Procedure. 


A second and related barrier to compliance 
is the fact that the bulletins lack sufficient au- 
thority. A number of auditors boldly chal- 
lenged the authority of the bulletins; others 
disagreed with the theoretical soundness or 
practicability of the accounting procedures 
and reporting principles advanced by the 
Committee on Accounting Procedure. Most 
distressing was the repeated reference to man- 
agement opposition. Auditors indicated that 
they had to “give in” when the management 
of client corporations opposed a change to 
more desirable reporting practices suggested 
by the auditor. 

The Committee on Accounting Procedure 
has indicated that the authority of its opinions 
rests on their general acceptability, but that 
the “burden of justifying departures from ac- 
cepted procedures, to the extent that they are 
evidenced in Committee opinions, must be 
assumed by those [accountants] who adopt 


'’ Two national firms of 


another treatment.” 
certified public accountants refused to answer 
questions having to do with what appeared to 
be instances of noncompliance in the annual 
reports of certain of their corporate clients. 
They replied that to do so would break the 
confidential relationship that exists between 
the certified public accountant and the client 


corporation. Thirty other firms cooperated 


fully in the study and did not mention any 


limitation of this kind. 


10 Committee on Accounting Procedure, Restatement 
and Revision of Accounting Research Bulletins (Number 
13; New York: American Institute of Certified Public Ac- 
countants, 1953), p. 9. Italics are mine. 


RECOMMENDATIONS 


The imperative need for a desirable degree of 
uniformity in accounting procedure and fi- 
nancial reporting practices, expressed in terms 
of so-called generally accepted accounting 
principles, must be obvious to all who rely on 
corporate annual reports in making decisions 
or establishing policies. Certain bold measures 
must be adopted in order to secure and main- 
tain the required level of general agreement 
with respect to accounting principles and the 
manner of their application. 


First, the Accounting Research Bulletins 
should be revised to provide clear statements 
of principles and to expand on the manner of 
their application. A liberal use of the word 
must and an extensive purging of equivocal 
wording, such as ordinarily desirable and 
where practicable, is essential. 

Second, the authority of the auditor must be 
increased if general acceptance of a body of 
accounting principles is to be attained. It 
seems that lack of authority is the factor pri- 
marily responsible for the auditor's submission 
to the wishes of corporate management. With 
the Institute bulletins as they now stand, the 
auditor is unable to document his claim that he 
has a professional obligation to require a spe- 
cific accounting procedure or reporting prac- 
tice before rendering an unqualified opinion 
as to the fairness of management’s financial 
representations. This authority can be pro- 
vided by securing formal adoption by majority 
vote of the membership of the Institute on the 
bulletins of the Committee on Accounting Pro- 
cedure. The bulletins may be issued on a ten- 
tative basis for a definite time period, during 
which questions of soundness, feasibility, 
practicability, and materiality can be consid- 
ered in professional journals and conferences. 
At the end of this period, the bulletin may be 
formally adopted, with or without modifica- 
tion, or discarded. 

The alternative to this democratic process 
of establishing and maintaining the observ- 
ance of generally accepted accounting princi- 
ples may be an accounting court such as that 
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described by Spacek."' The function of such a 
court would be to establish accounting prin- 
ciples and rule on the question of whether or 
not such principles were observed in particular 
instances. 

A final suggestion is that the American In- 
stitute of Certified Public Accountants estab- 
lish a committee whose function will be to 
make annual evaluations of financial presen- 
tations in corporate annual reports. The re- 
search department of the Institute has for 
many years provided annual tabulations of re- 
porting practices, but evaluations would be 
much more desirable. For this purpose, quali- 
tative evaluation criteria would have to be 
established so that the committee could point 
out desirable as well as undesirable practices 
as a guide to professional auditors. 

Without some underlying uniformity in re- 
cording, classifying, and reporting financial 
data, the usefulness of financial statements 


11 In “The Need for an Accounting Court,” an address 
by Leonard Spacek before the 1957 convention of the 
American Accounting Association at the University of Wis- 
consin, Madison, Wisconsin, August 27, 1957. 


would be greatly impaired. Without a gen- 
erally accepted body of accounting principles, 
financial reporting would lose its significance 
and reliability. Without a desirable degree of 
uniformity in method and thought, the ac- 
counting profession would be unable to meet 
its obligations to investors, creditors, regula- 
tory and taxing agencies, consumers, labor 
unions, and the general public. 


All this is not to say that rigid uniformity of 
accounting principles is desirable or attain- 
able, but a complete lack of standardization in 
financial reporting cannot be tolerated. 


So many decisions are dependent on inter- 
pretations of corporate reports that uniform, 
objective, and well-defined standards have 
become a requisite for the use of the reports 
by persons having an interest in an individual 
enterprise or in the broader problems relating 
to the national economy.” 


‘2 Committee on Accounting Concepts and Standards, 
Accounting Concepts and Standards Underlying Corporate 
Financial Statements (Columbus, Ohio: American Ac- 
counting Association, 1948), p. 1. 


— whether in or out of fashion, is the measure of 
knowledge and the business of the understanding; whatso- 
ever is beside that, however authorized by consent or 
recommended by rarity, is nothing but ignorance or some- 
thing worse. 


—John Locke 
THE CONDUCT OF THE UNDERSTANDING 
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NOLOGICAL 


Horizons 


ERA OF INNOVATION 


COMING IN 


by L. L. Waters 


THE ROLE of transportation in an advancing 
economy is well known. Progress demands 
better transportation, and better transporta- 
tion speeds progress. 

As we reduce the costs of transportation, we 
broaden our markets. Thus a company may 
expand the area it serves and compete with 
distant producers. To the extent that better 
transportation brings about territorial division 
of labor and regional specialization, increased 
transportation costs are substituted for inter- 
nal production economies. The net result for 
the consumer should be a wider choice of 
goods at reduced cost. 

The people of this century have witnessed 
great changes in equipment and facilities for 
moving man and his commodities. We have 
noted, for example, a decline in railroad mile- 
age but a fantastic increase in carrying capac- 
ity (see Table 1). Motive power has shifted 
from steam to diesel. We have seen both the 
coming and the complete disappearance of the 


ban. The automobile, once owned by 


interur 
only a few, has become a part of the American 
way of life. Jet planes carry us to our destina- 
tion so quickly that persons with sensitive 
stomachs have no time to get airsick. Adver- 
tisements for the now powerful truck industry 
read, “If you got it, a truck brought it.” Pipe- 
lines traverse our land like capillaries, moving 
oil and its derivatives, water, and even coal. 

Much of the technological progress of the 
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TRANSPORTATION 


century has been concentrated in the postwar 
period, and there is no reason to believe that 
the rate of change will slacken. Indeed, expe- 
rience teaches us that we should anticipate 
even greater changes because we have so 
much more transport technology on which to 
improve. Recent innovations have promise of 
widespread application; by assembling and 
describing a series of these, we can get an idea 
of the general form of our transportation sys- 
tem in the immediate future. 


RAILROADS 


CERTAIN railroad labor contracts will expire at 
the end of October, and management has al- 
ready started a campaign to eliminate so- 
called featherbedding. We will eventually 
solve this problem somewhat as the French are 
doing on an experimental basis—we will oper- 
ate trains without crews. In these days of 
automatic control devices, anyone who ana- 
lyzes the nature of railroad costs and opera- 
tions can see the merit in operating trains by 
remote control, much as we operate toy trains. 
Centralized traffic control and elimination of 
grade crossings will assure public safety to a 
high degree. Even passenger trains could be 
operated without engine crews; a host or 
hostess might replace conductors. Just as we 
could operate crewless trains, we could, in 
many situations, operate crewless yards. Re- 
mote control, television, and other devices 
should enable us to make up trains at far lower 
cost and at the faster rate required of future 
transportation. By eliminating crews, shorter 
trains could be run, achieving both economy 
and improved service through a possible in- 
crease in frequency of runs. 

Our railroads are likely to withdraw com- 
pletely from the express business. There may 
be renewals of some of the current contracts, 
but the end is in sight. 

The railroad passenger picture is somewhat 
confusing. Some rail officials, mostly in the 
West, continue to experiment with fares and 
attractive service, but other railroad officials 
in the East are abandoning so-called unprofit- 
able runs as rapidly as possible. The danger is 
that this selective pruning process could be 
carried to the point where the tree dies. The 
possibility exists that passenger service is 
being eliminated at a stage when facilities, 









pricing, and new techniques of 
operations, might offer hope for 
financial success. 

One consequence of the de- 
cline in passenger business has 
been the emergence of a vast 
of unused or under- 
utilized land in the hearts of 
towns and cities. The areas that 
have been dedicated to passen- 


amount 


ger train operation and service 
should be reappraised. Certainly, 
if the burden 
placed on this land is to be borne, 
uses in addition to or instead of 


increased tax 


rail passenger service must be de- 
veloped. Passenger train stations 
in our metropolitan areas must 
be located on less costly land or 
beneath buildings that will be 
erected to utilize the air space 
above the tracks. The Prudential 
Life Insurance building in Chi- 
cago is one example. 

In the realm of equipment, 
sme startling changes are in 
prospect. The move to diesel lo- 
comotives has about run_ its 
course, and steam locomotives 
will soon be more numerous in 
parks and museums than in ac- 
tive rail service. If shorter trains 
should develop, there is the pos- 
sibility of a shift from diesel elec- 
trics to the diesel hydraulics that 
are in use on the Continent. The 
Union Pacific Railroad has had 
impressive results with the oper- 
ation of gas turbines, which seem 
best suited to heavy movements 
ona long-haul basis. The relation- 
ship of the price of fuel oil to coal 
will have considerable influence 
on the mix of the various forms of 
motive power, including electric 
engines. Some consideration has 
already been given to the use 
of nuclear energy for powering 
locomotives. 


Freight cars may be subject to 
substantial alteration. In 1959, 
large orders were placed for alu- 
minum bodies with steel under- 





carriages for both box- and re- 
frigerator cars. Roller bearings 
were specified. The result should 
be a considerable reduction in 
motive power requirements or an 
increase in payload. Railroads 
will be expected to continue in- 
stallation of welded rails and bet- 
ter ties and elimination of steep 
grades and sharp curves. Al- 
though some of this work may 
not seem impressive, it is of enor- 
mous significance to the operat- 
ing efficiency of the companies. 
There is every reason to believe 
that railroads will continue to 
play an important role in the 
movement of volume freight in 
the years to come. 

To an increasing degree, rail- 
roads will rely on trucking op- 
erations to feed the mainline. 
Piggy-back is certain to increase. 
Loadings in 1958 were 276,767 
cars, up 1l per cent over 1957. 
The gain in 1959 will be greater, 
since the increase was 60 per cent 
to June. Container service, how- 
ever, may offer more long-run 
promise. A truck flatbed will 
carry boxes or containers that are 
the height and width, but not the 
length, of a boxcar. These con- 
tainers can be rolled onto railroad 





flatcars and locked into position, 
as is done in Europe. Equally im- 
pressive will be the use of col- 
lapsible containers for the move- 
ment of liquid products. Clear 
plastic or rubberized bags that 
can be filled on flatcars will be 
drained at their destination and 
folded into a small space, leaving 
the car free for the trip back. This 
will eliminate much of the waste 
associated with present one-way 
movement of liquids in tank 
cars. Milk, wine, oil, and certain 
chemicals would, under some 
circumstances, benefit economi- 
cally. When low temperatures 
are necessary, collapsible con- 
tainers can be put in refrigerated 
cars. These same containers can 
be utilized by truck, air, and 
barge lines. 


TRUCKS 


INpustry’s needs for truck serv- 
ice are many. Indeed, we have 
more makes and models of trucks 
than automobiles. Our trucks 
today are equipped to meet thou- 
sands of different requirements, 
some by the combination of more 
or less standard parts. The choice 
is so great that we may well hope 


TABLE 1 


Operating Improvement in American Railroads, 1921-56 


(by selected years) 


Average Tons Per Car 











Carload 

Average Car-Miles Revenue 

Per Train-Mile Freight- 

Year Total Loaded Empty Capacity Originated 

1921 37.4 n.a. n.a, 42.5 33.7 
1926 44.2 n.a. n.a. 45.1 35.1 
1931 47.1 28.6 18.5 47.0 35.4 
1936 45.8 28.9 16.9 48.8 36.3 
1941 50.3 32.2 18.1 50.3 38.1 
1944 53.0 34.8 18.2 50.8 40.3 
1946 51.8 34.7 17.1 51.3 39.6 
1951 59.8 39.5 20.3 52.9 42.0 
1956 67.1 43.0 24.1 54.0 43.1 






Source: James C. Nelson, RAILROAD TRANSPORTATION AND PUBLIC POLICY 
(Washington: The Brookings Institution, 1959), p. 244. 
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Average Net 
Ton-Miles 
Per Loaded 
Car-Mile 
27.6 
27.4 
25.7 
26.8 
28.5 
32.7 
31.3 
33.0 
33.0 
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for a certain amount of consolida- 
tion of specifications in the inter- 
est of economy. The trucks to 
built to 
at passenger-car speeds; larger 
500- 
horsepower motors may move 


come will be move 


mainliners powered by 
over our highways. The various 
power accessories will be stand- 
ard, and lengths will increase. 
The New York State Thruway 
and the Kansas Turnpike have re- 
cently experimented successfully 
with double - bottom vehicles — 
that is, a semitrailer and a trailer. 
As in the case of automobiles, 
lighter metals will be used to a 
much greater extent. The objec- 
tive is the same as in the case of 
railroads — to increase the pay- 
load. 

Two factors may stimulate in- 
trucks 
means other than 
Higher 


terest in powered — by 
gasoline en- 
gines. loadings and 
higher taxes increase the appeal 
of gas turbines, liquefied petro- 
leum gas engines, and diesels. On 
the other hand, if these engines 
are singled out for disproportion- 
ately high taxes, their use may be 
discouraged. 

Private fleets will probably in- 
crease in number. The decentral- 
ized operations of large corpora- 
tions frequently permit two-way 
movements so that a large por- 
tion of industry's transportation 
needs may be met by the use of 
trucks. 


rier transportation by both road 


its own Common Car- 
and rail may be used only for 
peak requirements. The effect of 
this might be to raise costs of 
common carriers and, in turn, 
costs of firms too small to afford 
fleets of their own. The availabil- 
ity of guaranteed maintenance 
contracts with manufacturers of 
equipment is another facilitating 
factor in the promotion of private 
operation. 


HIGHWAYS 


WE ARE engaged, at the moment, 
in the largest public works con- 
struction of modern 
times. It is doubtful if our mod- 
ern highways will be as enduring 


program 


as the Romans’ were, yet our 
economy responds so much more 
rapidly that the results will be 
equally far-reaching. Although 
progress on the 41,000-mile sys- 
tem is jeopardized by lack of 
funds, the nation is certain to go 
ahead with a fantastic expansion 
in expenditures for highway im- 
provement, not only on the inter- 
state system but also on the re- 
mainder of the 3 million miles of 
our road system. Tighter zoning 
controls will be locally frustrat- 
ing but nationally beneficial. We 
are certain to rely far more on 
limited access routes for intercity 
movement, and it will be possi- 
ble to drive from coast to coast 
without encountering a stop sign. 

Restrictions of the interstate 
system preclude location of filling 
stations, eating establishments, 
and businesses along the high- 
way; turnoff points, however, 
will be more numerous than they 
are on toll roads. The population 
is certain to increase in the vicin- 
ity of these turnoffs. In parts of 
the system, advertising will be 
strictly controlled, an esthetic 
achievement at least. Grueling 
grades will be reduced and sub- 
stantial improvements made in 
safety. 

Highways accommodating a 
50 per cent increase in the num- 
ber of vehicles will cost enormous 
sums of money, but our tremen- 
dously improved efficiency in 
road building during the last 
three decades will keep the cost 
within bounds. The combination 
of federal and state levies of ap- 
proximately 10 cents per gallon 
of gasoline are nominal in rela- 
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tion to those of other countries, 
where levies of 40 to 60 cents per 
gallon are common. It is possible 
that as tax rates increase some 
consideration may be given to an 
engine design that will offset the 
increase by increasing fuel mile. 
age. We will continue to have 
debates as to whether or not |i- 
censes, ton-mile taxes, and gaso- 
line levies constitute the best 
means of paying for highways, 


The suggestion has been made 


that we put all vehicles on a use 
basis. Strips of radioactive ma- 
terial would be painted down the 
lanes; a Geiger counter would be 
installed in each car and a meter 
reading taken at the end of the 
year for purposes of assessment. 
This system of fund raising is 
probably not for the current cen- 
tury. Others have suggested that 
the control mechanism of the car 
or truck be adapted to follow the 
radioactive line so that no one 
would need to give constant at- 
tention to the steering wheel. 


AUTOMOBILES 


Estimates of the number of ve- 
hicles that will swarm over ou 
highways are raised every yeat 
The day when this number will 
reach 100 
within the life span of many read- 
ers of this article. The number 0! 
two- and three-car families in- 


million will come 


creases every year; there is al 
ready more than one car pe! 
family in the state of California 
As we incorporate air conditior 
ing, music, and other features 
into the machines, the cost rises 
We know that American mant- 
facturers are likely to adopt such 
things as rear engines, front 
wheel drives, disk brakes, cas! 
aluminum blocks, and_ plastic 
bodies. 

In the immediate future, the 
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the monorail or overhead suspen- 
sion will not be confined to Dis- 
neyland but will come to replace 
new subway construction. One 
West Coast city is seriously con- 
sidering construction of a mono- 
rail route. The present outlook 
for private urban transit compa- 
nies is not attractive, and the in- 
dustry is far more concerned with 
the immediate problem of stay- 
ing in business than with long- 
term developments. Virtually 
every economy known to desper- 
ate and ingenious men has been 
tried during the postwar period 
but without impressive results. 
The decline in transit opera- 
tions is likely to stimulate use of 
taxicabs. Taxicab companies, too, 
have been plagued by rising 
costs, and are currently experi- 
menting with diesel cabs. Perkins 
engines are being installed in 
Plymouths on an experimental 
basis, and a few Mercedes cabs 
have been put in service in other 
cities. The tests are yielding 
mixed reactions. The probability 
exists that diesels will come to be 
used here on a far greater scale, 
although perhaps still not to the 
extent that they are in Europe. 


BELT LINES 


Tue economies of belt lines for 
distances up to 20 miles have 
been proven many times. The 
feasibility of belt lines for bulk 
movement over distances in ex- 
cess of 100 miles have been estab- 
lished by research, but the power 
of vested interests must be over- 
come in order to take advantage 
of the new technique. The River- 
lake belt line has been rebuffed 
several times in the Ohio legisla- 
ture, but ultimately the economy 
of the system will prevail. 


OUR WATERWAYS 


THE RESURGENCE in water trans- 
portation during the last decade 
wili continue at an even faster 
rate. The initial year of the St. 
Lawrence Seaway has yielded 
impressive results and given in- 
dication of events to come. An 
enormous volume of traffic will 
develop, and the states contigu- 
ous to the Great Lakes will surely 
become seacoast states. Vessels 
have already been designed to 
negotiate both the high seas and 
the seaway and yield maximum 
carrying capacity. The first nu- 
clear powered vessel, a general 
cargo ship named the U.S.S. Sa- 
vannah, was recently launched. 
Authorities believe, however, 
that the greatest use of ,nuclear 
energy will be in powering more 
specialized vessels carrying bulk 
commodities. The faster turn- 
around time of these vessels will 
spread the high initial cost more 
advantageously. 

Continued improvement in our 
navigable rivers and enlargement 
of locks will lead to construction 
of even larger barges. Integrated 
tows will increase in size. The 
power unit is rising so rapidly 
that 8,000 horsepower units may 
become fairly common. Costs di- 
rectly assignable to barge trans- 
portation will be extremely low, 
so that companies will, where 
waterways permit, command an 
increasing volume of mass move- 
ment of primarily raw materials. 


AIR TRANSPORTATION 


ALTHOUGH we are well into the 
jet age, the piston age will persist 
for a long time. In various parts 
of the world, Ford Fokker planes 
are still in use, and many decades 
will pass before the present pis- 
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ton craft and those yet to be built 
will have been eliminated. More. 
over, the turboprop plane, with 
its moderate requirements in air- 
port size, may have a high sur. 
vival value. The new jets require 
a vast runway acreage, which js 
causing airports to be relocated 
even more remotely from city 
centers. This removal necessi- 
tates limited access routes from 
the new airports to the city and 
the establishment of helicopter 
service. More remote airports 
emphasize the role of feeder air- 
lines but, at the same time, deter 
commuter traffic of the same 
companies. The Fairey Rotodyne. 
which goes up and down like a 
helicopter but flies like a conven- 
tional craft, offers some promise 
for solving problems of airport 
location as well as the difficulties 
of feeders. 

Two news items during the 
current year suggest a fantastic 
fut ure for airlines. In spite of in- 
flationary pressures of recent 
years, rates from certain northem 
cities to Florida during the off- 
season have been below those of 
bus lines. Continental Airlines 
announced that the seat-mile cost 
of operation of the new Viscount 
fleet during a period of seven 
months was approximately 1.4 
cents. With high load factors, thi 
suggests that rapid and efficient 
transportation for both busines 
and pleasure would be within the 
reach of the growing number @ 
high-income Americans. 


PIPELINES 


So mucuH progress has been made 
in recent years in the pipeline it- 
dustry that it is difficult to visual: 
ize further improvements. Meter 
ing and drop sampling of crude 
are replacing the measuring stid F 
and the “thief.” Remote contr 
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enables dispatchers at a central- 
ized point to direct the flow of oil 
over a complicated line a thou- 
sand miles in length with diverse 
sources of supply and customers, 
serving each with varying prod- 
ucts. Machine accounting and 
data processing keep the paper 
end of the business up-to-date. 
Substitution of electric motors 
for diesel engines increases de- 
pendability, reduces cost, and 
| eliminates facilities for housing 
pumping stations. The modern 
pipeline may now represent the 
F most fully automated industry in 
the United States. 

The experimental stage is past, 
and roughly 1.2 million tons of 
pulverized coal move in slurry 
form over 100 miles north across 
part of Ohio. It is possible that 
other coal pipelines will be built, 
although it may be that more coal 
will move by wire than by pipe 
or older methods. Generating sta- 
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tions are moving to the coal 
fields, and power is being sent by 
means of high-voltage lines. 


Perhaps the most promising 
area for pipeline expansion is in 
the movement of water. An ex- 
panding economy has an insatia- 
ble thirst, and our fresh water 
supplies are relatively limited. 
Cities will be forced to pipe 
vastly increased amounts of 
water from a distant source. 


SUMMARY 


A STUDENT at Indiana Univer- 
sity once summarized the contri- 
bution of transportation very 
neatly when he wrote: “Trans- 
portation of man and his trap- 
pings by rail, air, ski-lift, truck 
and car has advanced man to the 
point that boy scouts receive 
merit badges for being able to 
walk 14 miles. It has also permit- 





ted a degree of specialization 
that enables sociologists and psy- 
chologists to receive large grants 
of money to investigate the hum- 
drum in life.” 


Anyone reviewing the present 
state of transportation in the 
United States and especially the 
income statements of transport 
companies might well conclude 
that we have an overabundance 
of service and facilities. Convinc- 
ing arguments can be advanced 
that credit the gains of the econ- 
omy to the availability of ad- 
vanced technology related to 
transportation. There is every 
reason to believe that the rate of 
innovation will continue, and 
that we shall be able to take ad- 
vantage of territorial specializa- 
tion to the utmost. 


Mr. Waters is Professor of Transporta- 
tion and Business History at Indiana 
University. 
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book notes and reviews 


Moral choice is comparable to the construction of a work of art. ( Sartre) 


Christianity is a very good thing, but it is too slow. (Chinese Red educated in a mission 


school, Can Capitalism Compete? ) 


COMING 


AND THE OPENING OF THE 


SOCIAL FUSION: 


GERMANICUS 


THIRD EYE 


Part Il, The New Frontiers 


PETER F. DRUCKER says midway 
in Landmarks of Tomorrow, “So 
far we have asked: “What is the 
new reality?’ Now we shall ask: 
‘And what does it demand of 
us?” (p. 113) He then devotes 
the remainder of the book to four 
new frontiers: intellectual (an 
emerging “educated society’ ), 
political (new institutions of so- 
cial order ), economic (economic 
development, especially for the 
less advanced peoples ), and cul- 
tural (the vacuum created by the 
disappearance of the culture of 
the traditional East ) 

Until the twentieth century, 
says Drucker, no society could af- 
ford more than a handful of edu- 
cated people. Due to society's 
former economic structure, they 
were “unproductive; whereas to- 
day the highly educated are an 
absolute prerequisite of social 
and economic development. The 
supply of such men has become 
the true measure of a nation’s eco- 
nomic, military, and political po- 
tential. Far from the old concept 
of education as social overhead, it 
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has become society’ greatest 
capital investment. 

“To the development of the edu- 
cated society, and of the educa- 
tion it requires, a high priority 
has to be given. There is not much 
point in arguing whether we 
want it, nor in bemoaning its 
problems; let us rather take care 
not to fall short of its demands.” 
(p. 157) 

And one of its most insistent de- 
mands, he emphasizes, is that the 
colleges make education more 
than a symbol of status. 

This depends, primarily, he 
says, on the teachers; there must 
be a strengthening of the reserve 
of better teachers by better teach- 
ing tools rather than by merely 
adding numbers. Further, the 
great teacher is the one who can 
convey to the student “the intoxi- 
cation of excellence.” 

One of the problems often be- 
moaned is that of who's to pay 
and how. Despite his reiteration 
that the new educated society 
must be a classless one, he sug- 
gests a financing plan that would 


1959 


undoubtedly foster class structur- 
ing. The suggestion is made ten- 
tatively, however, and is less con- 
troversial than Beardsley Ruml’s 
proposal. 

Instead of a financing plan, 
however, Ruml’s is a cost-cutting 
one. He contends that liberal arts 
colleges in particular are grossly 
inefficient and could be run much 
less expensively if presidents and 
trustees would take a_ heavier 
hand in matters academic—even 
to determining the curriculum 
(principally for the purpose of 
eliminating overlapping and too- 
specialized courses). His book, 
with Donald H. Morrison, en- 
titled Memo to a College Trustee 
(McGraw ) will probably find lit- 
tle favor among faculties. He 
strikes at the central purpose of 
education and in effect puts cost 
above every other consideration. 
Drucker’s position is that “where- 
as the economic approach to an 
overhead cost always implies the 
question: Isn’t it tod much?—the 
economic approach to a capital 
investment always asks: Is it 
enough?” (p. 126) 

As to the kind and quality, the 
new education must comprise an 
educational whole; it needs both 
specialized and general knowl- 
edge. To accomplish this, it must 
accept two new rules: Education 
must continue throughout one’ 
lifetime—that is, adult education 
will be a permanent feature of the 
educated society; and the educa- 
tional structure must be viewed 
not as a chronological sequence 
but as a configuration. This is not 
essentially a plea for “stiffer 
work, but for better focused 
work. He stresses the need for 
experimentation, including the 
Hutchins plan of compressing 
high school into two years so that 
college could be started two years 
earlier (somewhat similar to the 
European system ). 
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Above all, Drucker believes 
that we must instill an enthusi- 
asm for learning and a desire for 
self-development. He observes 
here that a respect for knowledge 
ina child’s home makes a greater 
difference in his capacity to learn 
than his I.Q. 

No matter how much the edu- 
cational system stresses the edu- 
cated individual—as it should—it 
likewise expresses a social goal. 
One could and should argue a bit 
with his statement that “A society 
needs an educational system 
committed to its values.” (p. 139) 
One could mention that we criti- 
cize the educational system of the 
usr chiefly because it is com- 
mitted to the values of commu- 
nism. The best argument, he him- 
self gives later: 

“Twenty-five years ago Dr. William 
Dodd, a distinguished historian and 
Franklin D. Roosevelt’s first ambassa- 
lor to Hitler Germany, recorded with 
inredulous revulsion in his diary that 
Dr. Goebbels, the Nazi minister of 
popaganda, had a Ph.D. degree. 
What appalled Dodd was not the indi- 
vidual, but the lack of values in the 
ystem that had produced him. He 
was frightened by the sudden realiza- 


ton that the German university to 
which he had looked up all his life had 
become vocational preparation for a 
b rather than embodiment of ideals 
ad commitment to values. This is in- 
deed the ultimate depravity; this is, as 
julien Benda, a French contemporary 
f Dodd’s, called it, the ‘high treason 


f the learned’ (La Trahison des 
Cleres.)” (p. 156) 
Underlining education’s re- 


ponsibility to cultivate the ideal 
f“the good life” and “virtue” in 
the classical sense illustrates one 
spect of the new world-view: It 
instates in popular discourse 
‘cepts that twenty years ago 
would have sounded as outland- 
th as the current fad of Renais- 
ance furniture would have ap- 
deared then.! 


‘8To THE demands of the politi- 
«l frontier, Drucker writes a 


frightening chapter indeed on 
“Modern Government in Extrem- 
is.” No one anywhere—he fears 
—has an answer to the crisis of 
modern government. He is never- 
theless convinced that on a new 
blossoming of political theory de- 
pends the freedom—and perhaps 
the survival—of man. 

His description of this crisis be- 
gins with the decline of the mod- 
ern state as a result of two politi- 
cal innovations of the American 
Revolution: paper currency and 
a people’s army (in contrast to a 
professional standing army ). Pa- 
per money abolished the tradi- 
tional obstacles to unlimited gov- 
ernment control. A people's war, 
a war for causes, marked the end 
of the concept of war as an instru- 
ment of policy, for limited objec- 
tives, and therefore controllable. 
The demands of the new concept 
of warfare on society steadily in- 
creased through a series of great 
wars, finally creating our present 
“garrison state.” 


Meanwhile, says Drucker, “The 


‘In the Spring, 1958 issue of Busi- 
ness Horizons, George Wil- 
son discussed several books on education. 
Since then there has been no abatement in 
publication output on the subject. Recom- 
mended among the recent ones on ad- 
vanced education are: R. M. Cooper, ed., 
The Two Ends of the Log (Univ. of 
Minn.); L. M. DiCarlo, Our Educational 
Dilemma (Syracuse); Dr. Milton Eisen- 
hower, Chairman, The Efficiency of Free- 
dom: Report of the Committee on Gov- 
ernment and Higher Education (Johns 
Hopkins ); Charles Frankel, ed., Issues in 
University Education (Harper); A. W. 
Griswold, Liberal Education and _ the 
Democratic Ideal (Yale); C. V. Kidd, 
American Universities and Federal Re- 
search (Harvard); M. Moos and F. E. 
Rourke, The Campus and the State 
(Johns Hopkins); New Dimensions of 
Learning in a Free Society (Univ. of 
Pitt.); J. A. Perkins, Plain Talk from a 
Campus (Univ. of Del.); Elton True- 
blood, Idea of a College (Harper); J. R. 
Workman, New Horizons of Higher Edu- 
cation (Pub. Affairs Pr.); H. M. Wriston, 
Academic Procession: Reflections of a Col- 
lege President (Columbia). 


Professor 
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e“ ‘Must reading .. . 
I highly recommend it.” 
—Lawrence Fertig 


Power Unlimited — 
The Corruption of 
Union Leadership 


SYLVESTER PETRO 


A top labor-law authority catalogues 
the betrayal of responsibility by union 
leadership and spells out hard-hitting 
remedies aimed at restoring freedom 
of individual choice and equity in 
collective bargaining. By the author 
of THE LABOR POLICY OF THE 
FREE SOCIETY. “There are few 
works, if any, of non-fiction that deal 
with a subject of more importance to 
the American people.” —Senator John 
L. McClellan. 


A new key to the evaluation of 
research and development output- 


Yardsticks for 
Industrial Research 


JAMES BRIAN QUINN 


The results of the first intensive study 
of research evaluation in leading 
profit-motivated firms. Describing 
today’s major trends, book develops 
a practical, flexible structure for tech- 
nical and economic appraisal of a bal- 
anced industrial research program. 
Explains procedures as they apply to 
fundamental, offensive, defensive re- 
search; includes a wide variety of 
case examples. $6.50 


A campaign for 
American free enterprise — 


Can Capitalism 


Compete? 
RAYMOND W. MILLER 


The hard realities about the up-hill 
fight to sell American capitalism to 
the uncommitted nations against the 
pressures of world communism. Says 
Vice President Richard Nixon: “There 
is no doubt that this book fills a great 
need, and I am glad to see that it has 
been flagged for the attention of ex- 
ecutives as one which deserves their 
careful consideration and —, - 
4. 
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William R. Allen and Clark L. Al- 
len (eds.), FOREIGN TRADE AND FI- 
NANCE ( Macmillan ) 
Alf K. Berle and L. Sprague de 
Camp, INVENTIONS, PATENTS AND 
(Van Nos- 


THEIR MANAGEMENT 


trand ) 


Harold Bierman, Jr.,. MANAGERIAL 
ACCOUNTING ( Macmillan ) 

Willy Boesiger (ed.), BUILDINGS AND 
projects (Richard J. Neutra; 
Praeger ) 

Erberto Carboni, RADIO AND TELE- 
VISION PUBLICITY (N.Y. Graphic 
Soc. ) 

‘. D. Cashwell and C. J. Everett, 
PRACTICAL MANUAL ON _ THE 
MONTE CARLO METHOD FOR RAN- 

PROBLEMS ( Perga- 


DOM WALK 


mon ) 

Herman Chernoff and Lincoln E. 
Moses, ELEMENTARY DECISION 
THEORY ( Wiley) 

Lionel Chevrier, st. LAWRENCE SEA- 
way (St. Martin’s ) 


Ralph T. Collins, NEUROLOGY AND 
PSYCHIATRY FOR INDUSTRIAL PHYSI- 
cians (Grune & Stratton ) 


William E. Coombs, CONSTRUCTION 


ACCOUNTING AND FINANCIAL MAN- 
AGEMENT (F.. W. Dodge Corp. ) 

Marshall C. Corns, PRACTICAL COST 
ACCOUNTING FOR BANKS, ( Bankers’ 
Pub. Co. ) 

Bro. E. Austin Dondero, sUBLIMINAL 
PERCEPTION AND SET (Cath. Univ. 
of Am. ) 

Arthur Drexler and Greta Daniel, 
INTRODUCTION TO 20TH CENTURY 
DESIGN ( Doubleday ) 

John F. Due, SALES TAXATION ( Univ. 
of Ill.) 

Paul Ecker and others, HANDBOOK 
FOR SUPERVISORS ( Prentice ) 

William Laurence Faith, arr POLLU- 
TION CONTROL ( Wiley ) 

Charles Ferguson, 
worps ( Knopf ) 

]. W. Godfrey and G. Parr, THE 
TECHNICAL WRITER: AN AID TO 
THE PRESENTATION AND PRODUC- 
TION OF TECHNICAL LITERATURE 
( Wiley ) 
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Elmer V. Grillo and Charles J. Berg, 
Jr., WORK MEASUREMENT IN THE 
OFFICE: A GUIDE TO OFFICE COST 
CONTROL (McGraw ) 

Elmer Harmon, COMMODITY RE- 
SERVE CURRENCY (Columbia ) 

Donald V. Harper, ECONOMIC REGU- 
LATION OF THE MOTOR TRUCKING 
INDUSTRY BY THE STATES ( Univ. of 
Ill. ) 

A. Herzka and J. Pickthall, pressur- 
IZED PACKAGING ( AEROSOLS ) ( Aca- 
demic Pr. ) 

INDUSTRIAL USES OF RADIOISOTOPES 
( Nat'l Indus. Conf. Bd. ) 

Per Jacobsson, SOME MONETARY 
PROBLEMS: INTERNATIONAL AND 
NATIONAL (Oxford ) 

Neil Herman Jacoby (ed.), UNITED 
STATES MONETARY POLICY: ITS 
CONTRIBUTION TO PROSPERITY 
WITHOUT INFLATION (Amer. As- 
sembly ) 

Roland L. Kramer, INTERNATIONAL 
MARKETING (South-Western ) 

Walter B. Langbein and William G. 
Hoyt, WATER FACTS FOR THE NA- 
TIONS FUTURE (Ronald) 

Egon Larsen, TRANSPORT ( Roy ) 

Earl Latham, THE POLITICS OF RAIL- 
ROAD COORDINATION 1933-1936 
( Harvard ) 

John M. Letiche, BALANCE OF PAY- 
MENTS AND ECONOMIC GROWTH 
( Harper ) 

R. Duncan Luce, INDIVIDUAL CHOICE 
BEHAVIOR ( Wiley ) 

D. D. McCracken and others, pro- 
GRAMMING BUSINESS COMPUTERS 
( Wiley ) 

Dan M. McGill, LIFE INSURANCE 
( Irwin ) 

Jesse W. Markham, THE FERTILIZER 
INDUSTRY; STUDY OF AN IMPERFECT 
MARKET ( Vanderbilt ) 

Elizabeth Marting, REPORTING SALES 
DATA EFFECTIVELY: THE AMA BOOK 
OF SALES FORMS (Am. Man. 
Ass’n ) 

Jules H. Masserman (ed.), B1OLoGI- 
CAL PSYCHIATRY (Grune & Strat- 
ton ) 

Robert Louis Masson and Carolyn 
Stubbs, NEW SHARES FOR OLD: THE 
BOSTON AND MAINE STOCK MODIFI- 
CATION ( Harvard ) 

MODIFICATION IN MANPOWER MAN- 
AGEMENT ( Univ. of Ill.) 
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exclusive monopoly of govern. 
ment on organized institutional 
power in society has been so seri- 
ously undermined as to be in a 
state of near-collapse.” (p. 210) 
New autonomous power centers 
have arisen within national so. 
ciety, providing the basis for a 
new pluralism. These are the 
countervailing powers of big 
business, organized labor, goy- 
ernment bureaucracy, the armed 
forces, national farmers’ organi- 
zations, the National Association 
of Manufacturers, the American 
Medical Association, the Na- 
tional Education Association, 
large religious organizations, and 
so on. 

Too, there has been the grad- 
ual demise of local government 
before the onslaught of the me- 
tropolis. And because there is no 
effective organ of government for 
the metropolis,? local problems 
inevitably are foisted onto the 
central government, which be- 
comes paralyzed as a result. As 
power moves into the hands of 
administrative agencies (by na- 
ture uncontrollable) the explo- 
sion of military technology makes 
international affairs an unpre 
dictable gamble and militarizes 
all thinking, public opinion, and 
policy. 

“Everywhere the individual is be- 
coming the captive, if not the slave, of 
the garrison state. To be prepared for 
defense, government today claims the 
right to embrace and to control all ef 
forts of the citizens, and to commat- 
deer their resources, skills, property 
and persons—practically without limi- 
tation. To be prepared for defense, 
government today irrevocably control 
a very large part of the total national 


income—taxing away for armaments 1 
peacetime many times more than aly 


* Harvard University has undertakes 
the only major metropolitan study: The 
New York Metropolitan Region Study w- 
der the direction of its Graduate School 
of Public Administration and edited by 
Max Hall. Of a projected ten volumes, 
three have been published. 
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ina <r... BUSINESS AND RELIGION 
10) BE | “§ A New Depth Dimension in Management 
ters | Edited by EDWARD C. BURSK 
S0- we In a thoughtful group of studies stimulated by The Harvard Business Review, the 
or a ua editor brings together 13 distinguished business executives, teachers, and theo- 
the : logians who suggest ways by which businessmen can move toward objectives which 
big stimulate creativity and are spiritually satisfying. Kenneth E. Boulding, Abram 
T. Collier, Ernest Dichter, Reinhold Niebuhr, O. A. Ohmann, and Benjamin M. 
we tp ie Selekman are among the contributors. $4.00 
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“ THE EXECUTIVE INTERVIEW 
‘ican © A Bridge to People 
Na- 4 By BENJAMIN BALINSKY and RUTH BURGER 
tion Ss The first manual designed exclusively for the executive who is called upon to talk 
; F >| with people both formally and informally during his workday. It reviews the best 
» techniques in a wide range of interview situations — selection interviewing, merit 
. rating, counseling, labor controversy and grievance interviews. Sample interview 
prad- : Ae: dialogues illustrate the points throughout. $4.00 
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‘nc | 1. «= INDUSTRIAL JOURNALISM TODAY 


is no Editorial Policy and Content 
nt for By JAMES McCLOSKEY 


rlems A practical guide to more effective use of the company publication as an organ for 
> the communicating industry’s problems, objectives, and operations. The book discusses 
1 be- such matters as the industrial editor’s mission, editorial organization, how 
It. As the editor can stimulate interest in basic economic issues among employees and 
outside groups, human relations, etc. The author supplies many examples of tested 
ideas, techniques and story approaches. $4.75 
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npre- oo From the Death of Gompers to the Merger 


arizes 3 By PHILIP TAFT 


1. and As in the first volume (The A. F. of L. in The Time of Gompers) of this history of 
ba the A. F. of L., which the Library Journal describes as “a most necessary addition 
to labor literature,” Professor Taft has drawn upon the official records of the 


is be- i! A. F. of L. The book vividly recalls and documents the days of Labor’s coming of 
lave, of ; age in the thirties, the reaction to Labor’s growing power, and every facet of the 
red for i world’s largest labor organization’s rise to full maturity and reconciliation with 
ims the its former rival. $7.50 
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pare 7 ECONOMIC PLAN AND ACTION 
ut limi- Recent American Developments 
lefense, 


By CHARLTON OGBURN 
controls 


vational ; Focusing on the past twelve years, this book examines the issues that have involved 
rents it \ greatest peril and promise for our economic welfare. Mr. Ogburn draws on defini- 
‘an ally A tive studies by The National Planning Association to show how we are dealing 
with the farm commodities surplus, United States business abroad, nuclear energy, 

collective bargaining, the decentralization of industry, etc. Finally he considers 


dertaken “| POS how the demands of national defense affect our entire economic course. A concise, 

dy: The 1 | peste objective book which provides a reservoir of experience for future economic 
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— , planning and action. $4.75 
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government has ever taxed away for 
all purposes, warlike or peaceful. It 
takes an increasing share of the citi- 
zen’s productive adult life for military 
training. It demands that scientific in- 
quiry and progress largely be subordi- 
nated to the needs of bigger and better 
warfare. Above all, it claims—perhaps 
it must claim—the power of veto on all 
activities, pursuits and discussions of 
the citizen that, in the government's 
opinion, ‘endangers the national se- 
curity.” (pp. 219-20) 

All we concern ourselves with 
are “proper procedures” for the 
operation of the new veto. By 
conceding the principle itself, we 
have abandoned the tenet of 
modern government that it be 
strictly limited and “encompass 
in its scope of organized institu- 
tional power only the smaller part 
of the individual's life and sphere 
of action.” (p. 220) Drucker then 
adds, 

“The worst breakdown has occurred 
in the international sphere—the very 
sphere where modern government 
made its greatest and most original 
contribution. . . . war has ceased to 
have any rational meaning for society 
and individual alike. It no longer can 
make its one and only contribution: to 
bring about a decision in international 
affairs. No country can risk total war; 
no country can hope to survive such 
war even if it wins it. Hence no coun- 
try can use total war as an instrument 
of policy—perhaps no longer even as 
an instrument of international black- 
mail. International affairs have again 
become irrational, beyond and outside 
any theory or practice of government.” 
(pp. 220-21) 

On the subject of the militari- 
zation of contemporary society, 
there has been a growing unease 
in many circles (even including 
the military itself, as Drucker 
points out) with the continuing 
encroachments of the military in 
traditionally civilian areas. Wil- 
liam O. Douglas enlarges on 
Drucker’s criticism of the garri- 
son state and its effects on civil 
liberties in The Right of the Peo- 
ple (Doubleday ). The dangers to 
the public interest posed by an 


unholy alliance of the more pow- 
erful “countervailing” centers 
concern C. Wright Mills in The 
Power Elite (Oxford). 

The grim picture Drucker 
paints is not confined to this 
country, he says: The malaise is 
world-wide. He sees it not as a 
matter of this or that system of 
elections, of separation of powers 
versus paramount power—even 
less as a matter of socialism ver- 
sus capitalism, or democracy ver- 
sus despotism. No government, 
he asserts, functions adequately 
today. 

“We need a political theory that will 
give us effective, strong government, 
and substantial liberties and freedom 
of the citizens against government. We 
need new institutions of local govern- 
ment; and in a free society these have 
to be institutions of self-government. 
We need new institutions for the inter- 
national community. We have to 
accept the reality of the new power 
centers; but we have to make them 
subservient to the common good and 
to the freedom of the individual. We 
need pluralism; but it must be embed- 
ded in, and transcended by, objective, 
general law.” (p. 228) 

Although Drucker expects lit- 
tle of this kind of political theory 
from academicians, at least they 
afford a foundation from which 
it might be built. For example, 
C. Northcote Parkinson’s The 
Evolution of Political Thought 
(Houghton) displays both the 
virtues and faults of the academic 
approach. It is erudite, authorita- 
tive, urbane, and eloquently dis- 
passionate. Other background 
works include Arnold Brecht’s 
Political Theory: The Founda- 
tions of Twentieth-Century Po- 
litical Thought (Princeton) and 
Robert Redfield’s classic The 
Primitive World and Its Trans- 
formations (Cornell), which de- 
scribes the passage from pre- 
civilized to civilized society as a 
continuous process of breaking 
down and rebuilding moral order. 
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FOR THE 
BUSINESS SPECIALIST 


George F. Mugele and Alfred Wise. 
man, WATER TREATMENT ( Trans- 
atlantic Arts ) 

Nash and Colean, RESIDENTIAL RE- 
HABILITATION: PRIVATE PROFITS 
AND PUBLIC PURPOSES ( McGraw) 

James C. Nelson, RAILROAD TRANs- 
PORTATION AND PUBLIC POLICY 
( Brookings Inst. ) 

Richard K. Overton, THOUGHT AND 
ACTION: A PHYSIOLOGICAL ap- 
PROACH ( Random ) 


J. Pen, THE WAGE RATE UNDER COL- 
LECTIVE BARGAINING ( Harvard ) 


Orme W. Phelps, DisciPLINE AND 
DISCHARGE IN UNIONIZED FIRMS 
(Univ. of Cal. ) 

Samuel Pratt and others, suBURBAN 
DOWNTOWN IN TRANSITION: A 
PROBLEM IN BUSINESS CHANGE IN 
BERGEN COUNTY, NEW JERSEY 
(Fairleigh Dickinson Univ. ) 

Sebastian Raciti, THE OM IMPoRT 
_ PROBLEM (Fordham) 


M. Reznikoff and L. Toomey, 
EVALUATION OF CHANGES ASSOCI- 
ATED WITH PSYCHIATRIC TREAT- 
MENT (Thomas ) 

John W. Riegel, ADMINISTRATION OF 
SALARIES AND INTANGIBLE RE- 
WARDS FOR ENGINEERS AND SCIEN- 
tists (Univ. of Mich. ) 

John W. Riegel, COLLECTIVE BAR- 
GAINING AS VIEWED BY UNORGAN- 
IZED ENGINEERS AND _ SCIENTISTS 
(Univ. of Mich. ) 

John Ryan, CURRENT DEPRECIATION 
ALLOWANCES (Fordham ) 

Harry C. Sauvain, (NVESTMENT MAN- 
AGEMENT (2d ed.; Prentice ) 

Maurice Schiller, How TO PROFIT 
FROM SPECIAL SITUATIONS IN THE 
STOCK MARKET (Citadel ) 

SMALL BUSINESS INVESTMENT COM- 
PANIES, LAW - REGULATIONS - EX- 
PLANATION (Commerce Clearing 
House, Inc. ) 

SOME QUANTITATIVE ASPECTS OF 
STOCK TRADING ON THE LEADING 
U.S. STOCK EXCHANGES: TWENTY- 
FIVE YEARS OF DEVELOPMENT, 
1930-1954 (W. S. Heinman ) 

S. G. Sturmey, INCOME AND ECONOM- 
IC WELFARE ( Longmans ) 
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SUPPLEMENT TO BOOKS FOR THE AD- 
VERTISING AND MARKETING MAN 
( Adv. Fed. of Am. ) 

TENTH ANNUAL OF ADVERTISING AND 
EDITORIAL ART ( Universe Books ) 

George W. Terborgh, BUSINESS IN- 
VESTMENT POLICY: A MAPI STUDY 
AND MANUAL (Mach. and Allied 
Products Inst. ) 

Raymond Vernon, THE CHANGING 
ECONOMIC FUNCTION OF THE CEN- 
TRAL ciTy (Com. for Econ. De- 
vel. ) 

Henry Villard, ECONOMIC DEVELOP- 
MENT (Rinehart) 

W. Evert Welch, TESTED SCIENTIFIC 
INVENTORY CONTROL (Manage- 
ment ) 

Carl M. White and others, sources 
OF INFORMATION IN THE SOCIAL 
sciENCES (Columbia ) 

Marshal H. Wrubel, A PRIMER OF 
PROGRAMMING FOR DIGITAL COM- 
puters (McGraw ) 

Paul L. Yates, FORTY YEARS OF FOR- 
EIGN TRADE: A STATISTICAL HAND- 
BOOK WITH SPECIAL REFERENCE TO 
PRIMARY PRODUCTS AND UNDER- 
DEVELOPED COUNTRIES (Macmil- 
lan ) 


EARLY FALL 


Arnold Bernhard, EVALUATION OF A 
COMMON stock (S. & S. ) 

Blatz, RADIATION 
BOOK (McGraw) 

William J. Brede, CREATIVE THINK- 
ING IN REAL ESTATE ( Harper ) 


HYGIENE HAND- 


J. Campbell, ou. PROPERTY EVALUA- 
TION ( Prentice ) 

Karin Dovring, ROAD TO PROPAGAN- 
DA: THE SEMANTICS OF BIASED 
COMMUNICATION (Philosophical 
Lib. ) 

Mason Haire (ed.), ORGANIZATION 
THEORY AND BEHAVIOR ( Wiley ) 


Challis A. Hall, Jr., riscaAL POLICY 
FOR STABLE GROWTH: A STUDY IN 


DYNAMIC MACROECONOMICS (Rine- 
hart) 


E. C. Halley, EMPLOYEE PUBLICA- 
TIONS (Chilton ) 

Michael Harrington and Paul Jac- 
obs (eds.), LABOR IN A FREE SO- 
CIETY: ARDEN HOUSE SYMPOSIUM 
ON TRADE UNIONISM (Univ. of 


Cal. ) 


Heinz Hartman, AUTHORITY AND OR- 
GANIZATION IN GERMAN MANAGE- 
MENT ( Princeton ) 

Edgar M. Horwood, Ronald R. 
Boyce, and others, sTUDIES OF THE 
CENTRAL BUSINESS DISTRICT AND 
URBAN FREEWAY DEVELOPMENT 
( Univ. of Wash. ) 

Palmer O. Johnson and Munamarty 
S. Rao, MODERN SAMPLING METH- 
ODS: THEORY, EXPERIMENTATION 
AND APPLICATION (Univ. of Minn.) 

C. Lapp, TRAINING AND SUPERVISING 
SALESMEN ( Prentice ) 

Erich Lehmann, TESTING STATISTI- 
CAL HYPOTHESES ( Wiley ) 

Hugh Holleman MacCauley, Jr., 
FRINGE BENEFITS AND THEIR TAX 
TREATMENT (Columbia ) 

R. C. O. Matthews, THE BUSINESS Cy- 
CLE ( Univ. of Chic.) 

William D. Milne, FACTORS IN SPE- 
CIAL FIRE RISK ANALYSIS (Chilton ) 

J]. Monroe and A. L. Finkner, HAND- 
BOOK OF AREA SAMPLING (Chilton) 

S. Nacht, psYCHOANALYSIS OF TODAY 
(Grune & Stratton ) 

Ralph L. Nelson, MERGER MOVE- 
MENTS IN AMERICAN INDUSTRY 
1895-1956 ( Princeton ) 

Lester V. Plum, ANALYZING INVEST- 
MENT OPPORTUNITIES ( Harper ) 
E. A. G. Robinson, THE sTRUCTURE 
OF COMPETITIVE INDUSTRY ( Univ. 

of Chic. ) 

John W. Thibaut and H. H. Kelley, 
SOCIAL PSYCHOLOGY OF GROUPS 
( Wiley ) 

Wilbur R. Thompson and John M. 
Mattila, AN ECONOMETRIC MODEL 
OF POSTWAR STATE INDUSTRIAL DE- 
VELOPMENT (Wayne State) 

Thorp and Quandt, NEW INFLATION 
(McGraw ) 

Poyntz Tyler, ADVERTISING IN AMER- 
ica ( Wilson ) 

Douglas W. Vickers, stuDIES IN THE 


THEORY OF MONEY 1690-1776 
(Chilton ) 
Sidney Weintraub, FORECASTING 


PRICE LEVELS, INCOME DISTRIBU- 
TION, AND ECONOMIC GROWTH 
(Chilton ) 

Mark Wiseman, NEW ANATOMY OF 
ADVERTISING ( Harper ) 

H. Jerome Zoffer, HistORY OF AUTO- 
MOBILE LIABILITY INSURANCE RAT- 
ING ( Univ. of Pitt. ) 
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Closer to what Drucker feels is 
needed would be the political 
theory books of Walter Lipp- 
mann, and Paul Weiss’ Our Pub- 
lic Life (Indiana). 


In contrast to the problem of 
the political frontier, Drucker 
finds the economic frontier more 
opportunity than problem, the 
opportunity to invest in the 
growth of the underdeveloped 
areas of the world rather than the 
problem of aid to them. He in- 
sists on the motivation of self- 
interest rather than philanthropy. 
The self-interest is not that con- 
cerned with enlarged markets or 
access to raw materials, however; 
it is bound to the fact that this is 
the arena in which the political, 
social, intellectual, and spiritual 
—as well as economic—future of 


the world will be decided. 


The biggest job in the revolu- 
tion of rising expectations will be 
finding the men who can organize 
—who can build effective organi- 
zations of skilled people, exercise 
judgment, and make responsible 
decisions. And this must be ac- 
complished from among the few 
able, educated, and dedicated 
people now available in the tran- 
sitional societies. 


Given this essential base, eco- 
nomic development will require 
a balanced and _ simultaneous 
change in industrial develop- 
ment, agriculture, social over- 
head, and effective systems of dis- 
tribution and credit. 


Reducing the surplus farm 
population while maintaining in- 
centive for the remaining farmers 
is to Drucker the most difficult 
challenge. The development area 
that presents the fewest social 
problems, on the other hand, is 
that of distribution and credit 
systems. For this reason he feels 
that these deserve more enthusi- 
asm from planners. 
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From all indications, economic 
development will be dedicated to 
a system in which the productive 
unit is the business enterprise. Its 
guiding principle must be “the 
establishment of harmony be- 
tween individual and social good 
and business interest.” (p. 194) 

This idea is expanded in a new 
book by Raymond W. Miller 
called Can Capitalism Compete? 
(Ronald). The author proceeds 
from the premise that the capital- 
ism of the early technological rev- 
olution—“exploitive capitalism”— 
has been replaced by a “service 
This new face of 
American capitalism, he argues, 


capitalism.” 


is grossly misunderstood among 
the other peoples of the world— 
and indeed by an appalling num- 
ber of Americans. As a remedy, 
we should export more of this 
new service capitalism and _ its 
benefits. 

That the transition has been as 


broad or complete as Miller as- 
sumes—and he makes reserva- 
tions—seems questionable. The 
very fact, however, that Ameri- 
can business leaders and educa- 
tors advocate an enlightened 
capitalism, a capitalism as re- 
sponsible for promoting the pub- 
lic interest as for returning profit, 
should be properly presented to 
the world, but unfortunately is 
not. The educated elite around 
the world, with their built-in dis- 
trust of capitalism as a result of its 
early abuses and its association 
with colonialism, most certainly 
are apprised of the shortcomings 
of its practice yet today. And 
glossing the facts of social inequi- 
ties and legitimate criticism, Mil- 
ler warns, is an ostrich act that 
does grave misservice to “real 
American capitalism.” Eradica- 
tion of evils is the only way to 
foster the good will that can give 
the lie to Marxism. 


Exporting copies of a pro-and- 
con reader on capitalism in cur- 
rent practice such as the new 
Economics in Action: Readings 
in Current Economic Issues by 
Shelley M. Mark and Daniel M. 
Slate (Wadsworth) together with 
a statement of business ideals like 
Charles P. McCormick’s The 
Power of People would be more 
beneficial than sending only apol- 
ogetics. As Miller shows, though, 
actions speak far louder here than 
in most circumstances. Help, 
feasible with available resources 
and based on existing needs, is 
the most effective advertisement 
for the American system. 

The weakest part of Drucker's 
discussion is his brief comment on 
the role of attitudes among the 
peoples of the underdeveloped 
societies. He never fully sees the 
point that is made, for example, 
in Daniel Lerner’s The Passing of 


Traditional Society (Free Press) 
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INFORMED READER 


OUT 


Alfred O. Aldridge, MAN OF REASON: 
THE LIFE OF THOMAS PAINE ( Lip- 
pincott ) 

Gay W. Allen, THE SOLITARY SINGER: 
A CRITICAL BIOGRAPHY OF WALT 
WHITMAN (Grove ) 

Joast Baljeu and Eli Bornstein, 
STRUCTURE, 1958: ANNUAL ON THE 
NEW ART ( Wittenborn ) 

Karl Barth, PROTESTANT THOUGHT: 
FROM ROUSSEAU TO RITSCHL ( Har- 
per ) 

Delbert F. Brown, GROWTH OF DEM- 
OCRATIC GOVERNMENT ( Public Af- 
fairs Pr. ) 

John N. Burk, MOZART AND HIS MUSIC 
(Random ) 


Maxwell J]. Charlesworth, pHuoso- 


PHY AND LINGUISTIC ANALYSIS 


(Duquesne ) 


Thomas D. Clark, FRONTIER AMER- 
ica (Scribner ) 


Aaron Copland, Music AND IMAGI- 
NATION (New American Lib. ) 

Avery O. Craven, CIVIL WAR IN THE 
MAKING (La. State) 

Bernard Crick, AMERICAN SCIENCE 
OF POLITICS: ITS ORIGINS AND CON- 
pITIONS ( Univ. of Cal. ) 


Marcus Cunliffe, THE NATION TAKES 
SHAPE ( Univ. of Chic. ) 

DALI: A STUDY OF HIS ART-IN-JEWELS 
(N. Y. Graphic Soc. ) 

Martin C. D’Arcy, THE MEANING AND 
MATTER OF HISTORY ( Farrar ) 


Vincent P. DeSantis, REPUBLICANS 
FACE THE SOUTHERN QUESTION 
(Johns Hopkins ) 

Abraham Edel and May Edel, an- 
THROPOLOGY AND ETHICS (Thomas) 


Palmer D. Edmunds, LAW AND CIv- 
ILIZATION ( Public Affairs Pr. ) 


Joachim Fernau, THE PRAEGER EN- 
CYCLOPEDIA OF OLD MASTERS 
(Praeger ) 

Frederick Franck, DAYS WITH AL- 
BERT SCHWEITZER ( Henry Holt) 


114 BUSINESS HORIZONS — FALL, 1959 


John G. Glover and Rudolph L. 
Lagai (eds.), THE  DEVELOP- 
MENT OF AMERICAN INDUSTRIES: 
THEIR ECONOMIC SIGNIFICANCE 
(Simmons-Broadman ) 

Robert F. Heizer (ed.), THE ARCHAE- 
OLOGIST AT WORK (Chapel Hill and 
Berkeley ) 

John J. Honigmann, THE WORLD OF 
MAN (Chapel Hill and Berkeley) 

René Huyghe, meas AND IMAGES OF 
WORLD ART ( Abrams ) 

INDUSTRIAL NUCLEAR DEVELOPMENT 
(Nat'l Ass’n of Manufacturers ) 

Walter Kaufmann, FROM SHAKE- 
SPEARE TO EXISTENTIALISM ( Bea- 
con ) 

Robert LeFevre, NATURE OF MAN 
AND HIS GOVERNMENT ( Caxton ) 
Robert Lekachman, a wisTORY OF 

ECONOMIC IDEAS ( Harper ) 

William B. Lloyd, Jr., wAGING PEACE 
(Public Affairs Pr. ) 

Patrick Lynch, MILLION YEARS OF 
MAN (St. Martin’s ) 

Barrett McGurn, DECADE IN EUROPE 
(Dutton ) 
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by SUCCESSFUL TELEVISION AND RADIO ADVERTISING, 
M. Second Edition 
vith 
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The and Brorby, Inc., Chicago; and JACK W. W. LAEMMAR, Account 
sia Representative, J. Walter Thompson Company, Chicago. Ready in 
ary September. McGraw-Hill Series in Marketing and Advertising. 
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han SUCCESSFUL RADIO AND TELEVISION ADVERTISING. Its broad 
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—“empathy .. . is the basic com- 
munication skill required of mod- 
ern men. (p. 412) As it applies 
here, empathy rests, of course, 
upon the ability to visualize other 
situations. As Vera Micheles 
Dean states it in The Nature of 
the Non-Western World (Men- 
tor), “If the barrier between 
Western and non-Western peo- 
ples is to be broken down, both 
sides must perform an act of im- 
agination.” (p. 23) 

Much of the non-West, as Ler- 
ner describes in his study of the 
“transitionals,” is rapidly obtain- 


ing a picture of Western life 


through movies and other media. 
But the vast area of the world that 
Dean calls “Bandungia” (after 
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INFORMED READER 


Edith P. Meyer, CHAMPIONS OF 
PEACE: WINNERS OF THE NOBEL 
PEACE PRIZE ( Little, Brown ) 

R. L. Mixter (ed.), 100 YEARS AFTER 
DARWIN (Eerdmans ) 

Lynn Montrose, WASHINGTON AND 
THE REVOLUTION ( Houghton ) 

Lloyd D. Musolf, PUBLIC OWNERSHIP 
AND ACCOUNTABILITY: THE CANA- 
DIAN EXPERIENCE ( Harvard ) 

Allan Nevins, THE WAR FOR THE UN- 
10N ( Vol. 5 of 10 vols. from Mex. 
War to Recon.; Scribner ) 

Nesta Pain, THE GRASSBLADE JUNGLE 
(Coward ) 

Richard L. Perry, sources OF OUR 
LIBERTIES (N. Y. Univ. ) 

THE PROBLEM OF NATIONAL SECUR- 
ITY: SOME ECONOMIC AND ADMINIS- 
TRATIVE ASPECTS (Com. for Econ. 
Devel. ) 

RADIATION PROTECTION ( Pergamon ) 

M. S. Rajan, UNITED NATIONS AND 
DOMESTIC JURISDICTION (Long- 
mans ) 

Herbert Read, MEANING OF ART 
(Penguin ) 

Theodor Reik, MyYsTERY ON THE 
MOUNTAIN: THE DRAMA OF THE 
SINAI REVELATION ( Harper ) 

Roberto Ridolfi, THE LIFE OF GIRO- 


the first Afro-Asian conference at 
Bandung) is the terra incognita 
of the twentieth century, an area 
as diverse as it is unknown to most 
of the West. Such psychic mobil- 
ity as is needed to understand it 
must be as much a matter of 
knowledge as of will. 


“The West must rediscover Ban- 
dungia—its spirit and ideas—as it once 
discovered its geography. And Ban- 
dungia must realize that it does not 
merely need to be developed techno- 
logically, but must also redevelop its 
ancient concepts and institutions for 
use in the modern world. 

“An enlightened Western policy 
toward Bandungia requires more than 
factual information. It requires sympa- 
thetic insight into the nature of the 
non-Western world—into the thoughts 
and feelings of the many peoples who 


LAMO SAVONAROLA ( Knopf ) 

Charles A. Robinson (ed.), THE 
SPRING OF CIVILIZATION, PERICLEAN 
ATHENS ( Dutton ) 

Mrs. Theodore Roosevelt, Jr., pay 
BEFORE YESTERDAY: THE REMINIS- 
CENCES OF MRS. THEODORE ROOSE- 
VELT, JR. (Doubleday ) 

Cecil Roth, HisTORICAL BACKGROUND 
OF THE DEAD SEA SCROLLS ( Philo- 
sophical Lib. ) 

James R. Schlesinger, po.rricaL 
ECONOMY OF NATIONAL SECURITY 
(Praeger ) 

Clarence O. Senior, LAND REFORM 
AND DEMOCRACY ( Univ. of Fla.) 
G. L. S. Shackle, ECONOMICS FOR 

PLEASURE (Cambridge ) 

J. N. Spuhler (ed.), THE EVOLUTION 
OF MAN'S CAPACITY FOR CULTURE 
(Wayne State ) 

John D. Sutherland (ed.), psycuo- 
ANALYSIS AND CONTEMPORARY 
THOUGHT (Grove ) 

Herbert Wendt, ROAD TO MAN 
(Doubleday ) 

Edward Weyer, Jr., PRIMITIVE PEO- 
PLES TODAY ( Doubleday ) 

John Willett, THEATRE OF BERTOLT 
BRECHT ( New Directions ) 


EARLY FALL 


J. N. D. Anderson, IsLAMIC LAW IN 
THE MODERN WORLD (N. Y. Univ. ) 
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constitute over half of the world’s pop- 
ulation, and whose decisions will pro- 
foundly affect the destiny of the 
West.” (p. 16) 


Certainly Dr. Dean's book 
serves this need well. In addition 
to fine historical résumés of all the 
areas of Bandungia, she offers in- 
numerable insights into the nec- 
essary process of transition and 
the tensions it engenders. Her 
first chapter, “Many Centuries in 
One,” illuminates with the effect 
of shock the vast darkness of mis- 
conception that many so-called 
advanced peoples entertain about 
the “backward.” Such illumina- 
tion is sustained throughout the 
book: in her discussions of the ex- 
ample (especially for other coun- 


Jacques Barzun, Gop’s COUNTRY AND 
MINE ( Vintage ) 

Fred Berthold, Jr., THE FEAR OF GOD: 
THE ROLE OF ANXIETY IN CONTEM- 
PORARY THOUGHT ( Harper ) 

John M. Blum, FROM THE MORGEN- 
THAU DIARIES: YEARS OF CRISIS 
1928-1938 ( Houghton ) 

Louis A. Brennan, NO STONE UN- 
TURNED: AN ALMANAC OF NORTH 
AMERICAN PREHISTORY (Random) 

Nash Burger and John K. Betters- 
worth, SOUTH OF APPOMATTOX 
(Harcourt ) 

John Canaday, MAINSTREAMS OF 
MODERN ART (S. & S. ) 

Rhys Carpenter, ESTHETIC BASIS OF 
GREEK ART ( Indiana) 

Hodding Carter III, souTH sTRIKES 
BACK ( Doubleday ) 

Henry Steele Commager, AMERICAN 
MIND ( Yale) 

Barnaby Conrad, THE COMPLETE 
AFICIONADO ( Houghton ) 

John Cruikshank, ALBERT CAMUS 
AND THE LITERATURE OF REVOLT 
(Oxford ) 

Raymond A. Dart and Dennis Craig, 
ADVENTURES WITH THE MISSING 
LINK ( Harper ) 

FRANK LLOYD 
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Aylesa_Forsee, 
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(Macrae ) 
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tries of the Middle East ) of Tur- 
key asa M uslim society between 
transitional and modern; of the 
varieties of dictatorships and the 
role of the military in transitional 
societies; and of the many com- 
plications arising from the lack of 
amiddle class in such societies. 
For the problem of industrial 
development, she finds the best 
solution in the community devel- 
opment projects of India and 
Egypt—a plan of localizing small 
industries in villages so that the 
people can maintain local ties and 
social organization at the same 
time they are earning wages. This 
would in part offset the flow to 
cities and the ensuing chaotic 
breakup of social institutions de- 






Arthur Goodfriend, sTAND FAST IN 
LIBERTY ( St. Martin’s ) 
Rabbi Albert Gordon, 


SUBURBIA ( Beacon ) 


JEWS IN 


G. T. Guilbaud, WHAT Is CYBERNET- 
ics? ( Criterion ) 

Garrett Hardin, NATURE AND MAN'S 
FATE ( Rinehart ) 

Patrick M. Hurley, HOw OLD 1s THE 
EARTH? ( Doubleday ) 

Englebert Kirschbaum, THE TOMBS 
OF ST. PETER AND ST. PAUL (St. 
Martin’s ) 


Horace Knowles (ed.), GENTLEMEN, 
SCHOLARS AND SCOUNDRELS ( Har- 
per ) 

loseph Wood Krutch, HUMAN Na- 
TURE AND THE HUMAN CONDITION 
Random ) 

David Levin, HISTORY AS ROMANTIC 
ART: BANCROFT, PRESCOTT, MOT- 
LEY AND PARKMAN ( Stanford ) 

Isaac D. Levine, THE MIND OF AN AS- 
SASSIN ( Farrar ) 

R. W. B. Lewis, AMERICAN ADAM 
Phoenix ) 

Henri Lhote, THE SEARCH FOR THE 
TASSILI FRESCOES ( Dutton ) 


Lewis Mayers, SHALL WE AMEND THE 
FIFTH AMENDMENT? ( Harper ) 

lohn C. Miller, ALEXANDER HAMIL- 
TON AND THE AMERICAN UNION 








scribed so poignantly in the ma- 
jority of recent novels from these 
areas. 

Both Drucker and Eugene 
Staley in The Future of Underde- 
veloped Countries (Harper)* also 
emphasize that agriculture and 


3A cross section of new books on the 
problems of underdeveloped areas in- 
cludes: A. N. Agarwala and S. P. Singh, 
eds., The Economics of Underdevelop- 
ment (Oxford); W. Brand, The Struggle 
for a Higher Standard of Living (Free 
Pr.); R. W. Gable, ed., Partnership for 
Progress: Technical Cooperation Programs 
(Am. Acad. of Pol. & Soc. Sci. Annals, V. 
323); Alfred Sauvy, From Malthus to Mao 
Tse-Tung (Criterion); T. W. Schultz, ed., 
Studies of Technical Assistance in Latin 
America ( Nat’] Planning Ass'n); and H. P. 
Wald, Taxation of Agricultural Land in 
Underdeveloped Economies ( Harvard). 


(Harper ) 

John C. Miller, opniciIns OF THE 
AMERICAN REVOLUTION (Stanford) 

Jan Monaghan, CUSTER: THE LIFE OF 
GENERAL GEORGE ARMSTRONG CUS- 
TER ( Little, Brown ) 

J. Montgomery, SHAPING OF A BAT- 
TLE: GETTYSBURG (Chilton ) 

Reinhold Niebuhr, THE sTRUCTURE 
OF NATIONS AND EMPIRES ( Scrib- 
ner ) 

Frank O’Hara, 
(Braziller ) 


JACKSON POLLOCK 
Kai Petersen, PREHISTORIC LIFE ON 
EARTH ( Dutton ) 

Roscoe Pound, INTRODUCTION TO 
THE PHILOSOPHY OF LAW ( Yale) 
W. M. S. Russell, PERSPECTIVES IN 
ETHNOLOGY (Philosophical Lib. ) 
George Sarton, ANCIENT SCIENCE AND 
MODERN ( Torch- 


book ) 


Paul A. Schilpp, ALBERT EINSTEIN (2 
vols., Torchbook ) 


CIVILIZATION 


Peter Selz, NEW IMAGES OF MAN 
(Mus. of Mod. Art) 

John A. Shimer, THE SCULPTURED 
EARTH (Columbia ) 

Hudson Strode, JEFFERSON DAVIS: A 
CONFEDERATE PRESIDENT ( Vol. 2 of 
major biog.; Harcourt ) 


Arthur B. Tourtellot, wW1LLIAM DIA- 
MOND’S DRUM ( Doubleday ) 





industry must be considered as 
complementary. Only an im- 
proved productivity in agricul- 
ture could provide the purchas- 
ing power to support industrial 
expansion. Dean’s emphasis re- 
mains on the people involved in- 
stead of on the organizational 
problem; her conviction is that 
understanding is more necessary 
than naive good will or cool, if 
efficient, self-interest. This, of 
course, is not new: Every article 
and brochure for overseas man- 
agement stresses it. Dean’s book 
affords an excellent start toward 
that understanding. 

Older standard works (in addi- 
tion to Dr. Dean’s own bibliog- 
raphy ) that admirably bridge the 








Franco Venturi, ROOTS OF REVOLU- 
TION ( Knopf ) 


LATE FALL 


Leonard Bernstein, 
Music (S. &S.) 
Joseph Campbell, THE MASKS OF GOD 
(Viking ) 

E. S$. Canham (ed.), MAN’s GREAT 
FUTURE ( Longmans ) 

H. L. Davis, KETTLE OF FIRE ( Mor- 
row ) 


THE JOY OF 


]. F. Dineen, THE KENNEDY FAMILY 
(Little, Brown ) 

Kent Greenfield (ed.), COMMAND DE- 
cist1On ( Harcourt ) 

H. W. Janson, KEY MONUMENTS OF 
THE HISTORY OF ART ( Abrams ) 

Lawrence P. Lessing, THE WORLD OF 
CHEMISTRY ( Mentor ) 

Karl A. Menninger, A PSYCHIATRIST’S 
WORLD ( Viking ) 

Clark R. Mollenhoff, TENTACLES OF 
TERROR: THE TEAMSTERS DEFY THE 
GOVERNMENT ( Knopf ) 


John Pfeiffer, FROM GALAXIES TO 
MAN (Random) 

Francis Russell, TRAGEDY IN DEDHAM 
(McGraw ) 

Greer Williams, 
(Knopf ) 

Wernher von Braun, First MAN TO 
THE MOON ( Holt) 


VIRUS HUNTERS 
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RECENT AND 
RECOMMENDED 
ON FOREIGN AFFAIRS 

George L. Anderson, 1IssUES AND 
CONFLICTS: STUDIES IN TWENTIETH- 
CENTURY AMERICAN DIPLOMACY 
( Univ. of Kan.) 

Samuel Flagg Bemis, A SHORT HIS- 
TORY OF AMERICAN FOREIGN POL- 
ICY AND DIPLOMACY (Rev. ed.; 
Holt ) 

Bernard Brodie, sTRATEGY IN THE 
SPACE AGE ( Princeton ) 

Benjamin H. Brown (ed.), EAST AND 
WEST MUST MEET (Mich. State) 

Richard Lee Chappell, ANTARCTIC 
scout ( Dodd ) 

James C. Charlesworth (ed)., RE- 
SOLVING THE RUSSIAN-AMERICAN 
DEADLOCK (Amer. Acad. of Pol. & 
Soc. Sci. ) 

James C. Charlesworth (ed.), AMERI- 
CAN CIVILIZATION AND ITS LEADER- 
SHIP NEEDS, 1960-1990 (Amer. 
Acad. of Pol. & Soc. Sci. ) 


gap in understanding include 
René Guénon’s East and West 
and F. S.C. Northrop’s The Meet- 
ing of East and West. Probably 
one of the best books of this cen- 
tury to date was edited by North- 
rop—Ideological Differences and 
World Order: Studies in the Phi- 
losophy and Science of the 
World’s Cultures (Yale, 1949). In 
the preface, Northrop explains, 


“It is very difficult for a person living 
in any one culture, unconsciously or 
consciously dedicated to its ideology, 
to do justice to the quite different eco- 
nomic, political, legal, moral, religious, 
and artistic doctrines and cultural val- 
ues of people of other cultures. Hence 
the wisdom of having the many cul- 
tures of the many nations or political 
parties of the world and their respec- 
tive philosophies presented in a single 
volume by many persons, each of 
whom is indigenous to or expertly ac- 
quainted with the culture upon which 
he writes... . 

“The difficulties in the way of world 
order center not merely in the ideo- 
logical differences of the different peo- 
ples and cultures of the world but also 
in the methods used by social scientists 


Marquis Childs and James Reston 
(eds.), WALTER LIPPMANN AND HIS 
TIMES ( Harcourt ) 

Randolph Churchill, rise AND FALL 
OF SIR ANTHONY EDEN ( Putnam) 

I. P. Cole, GEOGRAPHY OF WORLD AF- 
FAIRS ( Penguin ) 

Freire dAndrade, FREEDOM 
CHOOSES SLAVERY (Coward ) 

Russell Davis and Brent Ashbran- 
ner, POINT FOUR ASSIGNMENT ( Lit- 
tle, Brown ) 

Christopher Dawson, MOVEMENT OF 
WORLD REVOLUTION (Sheed ) 

G. B. de Huszar (ed.), NATIONAL 
STRATEGY IN AN AGE OF REVOLU- 
TION ( Praeger ) 

Alexander de Seversky, BALANCE OF 
TERROR ( Retitled from “America, 
So Young To Die”; McGraw ) 

Robert H. Ferrell, AMERICAN DIPLO- 
MACY: A HisTORY ( Norton ) 

Raymond L. Garthoff, soviet IMAGE 
OF FUTURE WAR (Public Affairs 


Pr.) 


and humanistic scholars in their de- 
termination and analysis of any given 
culture.” (pp. iii, v) 

These diverse orientations of the 
book help the reader transcend 
the strictures of his own time 


and place—make him especially 


aware of not only the gains but 
also the losses that time brings. 
Long before contemporary lin- 
sixth- 


guistics, for example, 


century B.C. Taoism asserted 


that 


“*... knowledge, as well as man’s ap- 
preciation of things, is uniquely based 
on the significance of their names. 
That is why the object of men’s covet- 
ousness is not such a material thing but 
the value that its name represents in 
their minds.’ . . . And since names did 
not refer to reality but were mere con- 
ventions among men, the way to 
achieve peace was by defining the 
meanings of names precisely and then 
maintaining each meaning without 


(p. 449) 


change.” 


Ir 1s IN this context that we want 
to set Drucker’s fourth frontier: 
the cultural, or the problem of 
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Victor Gollancz, DEVIL’s REPERTOIRE, 
OR NUCLEAR BOMBING AND THE 
LIFE OF MAN (Doubleday ) 

Laurence M. Gould, THE POLAR RE- 
GIONS IN THEIR RELATION TO HU- 
MAN AFFAIRS (Am. Geog. Soc. ) 

Louis J. Halle, DREAM AND REALITY: 
ASPECTS OF AMERICAN 
PoLicy ( Harper ) 

W. E. Hamilton and W. M. Drum. 
mond, WHEAT SURPLUSES AND 
THEIR IMPACT ON CANADA-UNITED 
STATES RELATIONS ( Nat'l Planning 
Assn & Priv. Planning Ass'n of 
Can. ) 

John H. Herz, tNTERNATIONAL POLI- 
TICS IN THE ATOMIC AGE (Colum- 
bia ) 

Michael Howard, DIsENGAGEMENT 
IN EUROPE ( Penguin ) 


FOREIGN 


Emmet J. Hughes, AMERICA, THE 
VINCIBLE ( Doubleday ) 

Robert Jackson, CASE FOR INTERNA- 
TIONAL DEVELOPMENT AUTHORITY 
(Syracuse ) 


the vacuum created by the dis- 
ruption of the traditional ways of 
the East. At the same time that 
Drucker explores the ways in 
which the East is vanishing, he 
points out the paradox of the 
strong influence of and _ great 
interest in the ideas and culture 
of the East in the West today; 
even in what he calls “that most 
Eastern of metaphysics, Zen- 
Buddhism, with its strong affini- 
ties to our own new view of the 
universe.” (p. 238) 

What is this Zen that is both 
cocktail conversation and artistic 
theory, that is espoused as a 
method of mental hygiene by a 
psychoanalyst and is the intellec- 
tual preoccupation of the beat 
generation? In common with the 
enthusiast for existentialism (also 
the source of a branch of psychol 
ogy ), the Zen pupil would be the 
last person to ask for a theoretical 
explanation; for central to bothis 
practice in contrast to theory. 
And in the case of Zen, the answe! 
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Clara I. Judson, st. LAWRENCE SEA- 
way (Follett) 

George Langellan, MAsKs OF WAR 
(Doubleday ) 

Gerard J]. Mangone, GUIDE TO U.S. 
FOREIGN POLICY (Syracuse) 

Henry F. May, THE END OF AMERI- 
CAN INNOCENCE ( Knopf) 

F. O. Miksche, FAILURE OF ATOMIC 
STRATEGY ( Praeger ) 

Everett L. Millard, FREEDOM IN A 
FEDERAL WORLD (Oceana ) 

Raymond W. Miller, CAN CAPITAL- 
ISM COMPETE? ( Ronald ) 

Oscar Morgenstern, NATIONAL DE- 
FENSE (Random) 

Sir Leslie Munro, INSIDE THE UNITED 
naTIons ( Holt ) 

1970 WITHOUT ARMS CONTROL, IM- 
PLICATIONS OF MODERN WEAPONS 

(Natl Planning 






















TECHNOLOGY 
Ass'n ) 

Lester Pearson, DIPLOMACY IN THE 
NUCLEAR AGE ( Harvard ) 

Gen. Thomas S. Power, DESIGN FOR 
suRVIVAL (Random) 














might be any one of a number of 
from the 
cryptic to pure nonsense. For 
much of the purpose of the 
method is, according to Aldous 
Huxley, “to startle and shock the 
reader out of that self-satisfied 
complacency which is the origi- 
nal sin of the intellect.” (The Per- 
ennial Philosophy, p. 128) Zen, 
like Tao, warns against taking too 
seriously our universe of verbal 
construction. 
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From its beginning in the sixth 





century A.D., Zen pupils were en- 





couraged to practice discursive 
meditation on some completely 
honlogical formula in order to 
dislodge the self-centered and 
world-centered discursive proc- 
ess. As Huxley quotes one Zen 
master, “Do not strive to seek 
after the true, only cease to cher- 
ish opinions.’ ” (p. 132) One is 
teminded of Oedipus at Colonus 
and the place of suffering in the 
Greeks’ concept of learning by 
the emphasis in Zen on humility 























































Bertrand Russell, COMMON SENSE 
AND NUCLEAR WARFARE (S. & S. ) 
John Ryan, puGwasH ALorT (Cri- 

terion) 

William S. Schlamm, GERMANY AND 
THE EAST-WEST crisis (McKay ) 
Nagendra Singh, NUCLEAR WEAPONS 
AND INTERNATIONAL LAW (Prae- 

ger) 

John W. Spanier, THE TRUMAN- 
MACARTHUR CONTROVERSY AND 
THE KOREAN WAR ( Harvard ) 

Richard P. Stebbins, THE UNITED 
STATES IN WORLD AFFAIRS, 1958 
(Harper ) 

John A. Stovel, CANADA AND THE 
WORLD ECONOMY ( Harvard ) 

Robert Strausz-Hupe and others, 
PROTRACTED CONFLICT (A Foreign 
Policy Research Inst. book; Har- 
per ) 

C. L. Sulzberger, wHAtT’s WRONG 
WITH U.S. FOREIGN POLICY (Farrar) 

A. J. P. Taylor, RUMORS OF WAR ( Hu- 
manities ) 





and its acquisition through suffer- 
ing and intellectual humiliation. 
Historically, Zen was a prod- 
uct of Mahayana Buddhism—a 
branch called the Buddhism of 
Meditation as opposed to the 
Buddhism of Religion—and Tao- 
ist philosophy from China. It 
spread to Japan in the twelfth 
century and inspired the incom- 
parable landscape painting of 
China and Japan, as well as such 
social patterns as the tea ritual. 
Contrary to the impression of 
many Westerners, says Hubert 
Benoit in The Supreme Doctrine: 
Psychological Studies in Zen 
Thought (Compass Books), Zen 
is not escapism. The purpose is 
not to take man out of the world 
but to bring him more alive to it, 
and the way is through a thicket 
of disturbances of beliefs, ration- 
alizations, and modes of under- 
standing. It is similar to psycho- 
analysis in that it is a method of 
looking into one’s own nature by 
means of seeing motivations akin 
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C. W. Thayer, pretomat ( Harper ) 


Norman Thomas, PREREQUISITES FOR 
PEACE ( Norton ) 


Philip Toynbee, FEARFUL CHOICE: A 
DEBATE ON NUCLEAR POLICY 
(Wayne State) 


Lillian Parker Wallace and William 
C. Askew (eds.), POWER, PUBLIC 
OPINION AND DIPLOMACY ( Duke) 


Kenneth N. Waltz, MAN, THE STATE, 
AND WAR: A THEORETICAL ANALY- 
sis (Columbia ) 


James P. Warburg, THE WEST IN 
crisis (Doubleday ) 


Max Ways, BEYOND SURVIVAL ( Har- 
per) 

Harry Welton, THE THIRD WORLD 
wak (Philosophical Lib. ) 


William Appleman Williams, THE 


TRAGEDY OF AMERICAN DIPLOMACY 
(World ) 


Arnold Wolfer (ed.), COALITION POL- 
ICY AND NATIONAL SECURITY (Johns 
Hopkins ) 








to those of others, of putting one 
in another's place, of slowly and 
painfully acquiring knowledge of 
one’s own affective life. This slow 
process moves by sudden small 
insights and through an increased 
sensitivity. 

Central to Zen, however, is 
satori, the moment of enlighten- 
ment—a sudden moment like a 
Eureka (but not a conceptual, 
ideational Eureka ), a relief when 
all things are set aright, when one 
feels oneself in harmony with 
everything that, in Zen terms, is 
Not-Self. It is a resolution into 
harmony that quiets what the 
Hindus call “the mad monkey” 
and psychiatrists, anxiety. It 
seems to be of a piece with the 
instinctive “feel” of an artist that 
a certain balance is “right” or of 
a musician that a certain progres- 
sion is “right.” 

In another vocabulary, Zen 
would say that the way to recon- 
cile the inner-directed and the 
other-directed would be through 
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the diminution of the ego by a 
deliberate, if devious, expansion 
of consciousness. Or, in the words 
of the Zen master Huang-Po, 


“Do not build up your views upon 
your senses and thoughts, do not base 
your understanding upon your senses 
and thoughts, but at the same time do 
not seek the Mind [egolessness] away 
from your senses and thoughts, do not 
try to grasp Reality by rejecting your 
senses and thoughts. When you are 


neither attached to, not detached 


SPECIFICALLY 
FOR THE 


BUSINESS EXECUTIVE 

OUT 

Jaleel Ahmad, THE EXPERT AND THE 
ADMINISTRATOR (Univ. of Pitts- 
burgh) 

Louis A. Allen, CHARTING THE COM- 
PANY ORGANIZATION STRUCTURE 
(Nat'l Indus. Conf. Bd. ) 

AS OTHERS SEE US: SURVEY OF WORLD 
BUSINESS OPINION ON _ UNITED 
STATES TRADE POLICY ( Internat’ 
C.. of C. ) 

Willard E. Bennett, MANAGER SELEC- 
TION, EDUCATION AND TRAINING 
( Prentice ) 

Louis Cheskin, WHY PEOPLE BUY 
(Liveright ) 

Harlan Cleveland and G. J. Man- 
gone (eds.), THE ART OF OVERSEAS- 
MANSHIP (Syracuse ) 

Bert Cochran (ed.), AMERICAN LABOR 
IN MID-PASSAGE ( Monthly Review 
Pr. ) 

COMMUNICATION IN ORGANIZATIONS: 
SOME NEW RESEARCH FINDINGS 
(Found. for Research on Human 
Behavior ) 

COMPETITIVE PRICING: POLICIES, 
PRACTICES AND LEGAL CONSIDERA- 
rions (Am. Man. Ass'n ) 

Richard R. Conarroe (ed.), THE DE- 
CISION MAKERS: CASE HISTORIES OF 
SUCCESSFUL MANAGEMENT (Bur. of 
Bus. Practice, Div. of Vision, Inc.) 

Rupert Cortright and George Hinds, 
CREATIVE DISCUSSION ( Macmillan ) 

Richard D. Crisp, MARKETING RE- 
SEARCH ORGANIZATION AND OPERA- 
rION: A SURVEY OF COMPANY PRAC- 
rices (Am. Man. Ass'n) 

Melville Dalton, MEN WHO MANAGE 


(Univ. of Cal. ) 


from, them, then you enjoy your per- 
fect unobstructed freedom, then you 
have your seat of enlightenment.’ ” 
(p. 59) 


To show that Zen is not other- 
worldly one needs only to refer to 


the description of Chinese Con- 
fucian law in Gray Dorsey's chap- 
ter in Ideological Differences. 
Dorsey quotes an authority on 
Chinese political thought, Liang 
Chi-chao, 


Keith Davis and William G. Scott 
(eds.), READINGS IN HUMAN RELA- 
TIONS ( McGraw ) 

John Diebold, AurOMATION: ITS IM- 
PACT ON BUSINESS AND LABOR (Nat’] 
Planning Ass'n ) 

Cornelius J. Dwyer, NUCLEAR EN- 
ERGY AND WORLD FUEL PRICES 
(Nat'l Planning Ass'n ) 

ECONOMIC COMPARISONS: USA AND 
USSR: POPULATION AND AREA, BASIC 
PRODUCTION, EXPORTS, LEVELS OF 
LIVING, MILITARY (Nat'l Indus. 
Conf. Bd. ) 

EFFECT OF TAX POLICY ON EXECUTIVE 
AND WORKER COMPENSATION (Tax 
Research Inst., Inc. ) 

Solomon Ethe and Roger M. Peg- 
ram, CORPORATE DIRECTORSHIP 
PRACTICES (Nat'l Indus. Conf. Bd.) 

John Fayerweather, THE EXECUTIVE 
OVERSEAS (Syracuse ) 

Sandor S. Feldman, M. D., MANNER- 
ISMS OF SPEECH AND GESTURES IN 
EVERYDAY LIFE ( Univ. Pr. ) 

Robert Ferber, 

CASTS OF MANPOWER REQUIREMENTS: 
A CASE sTuDY ( Univ. of III. ) 

Fred E. Fiedler, LEADER ATTITUDES 


EMPLOYERS FORE- 


AND GROUP EFFECTIVENESS ( Univ. 
of Ill. ) 

F. H. George, AUTOMATION, CYBER- 
NETICS AND society (Philosophical 
Lib. ) 

D. Gilbert, BREAKING THE READING 
BARRIER ( Prentice ) 

Nicholas A. Glaskowsky, Jr. (ed.), 
MANAGEMENT FOR 
(Stanford ) 

Erving Goffman, THE PRESENTATION 
OF THE SELF IN 
(Anchor ) 


TOMORROW 


EVERYDAY LIFE 


Carl Heyel, APPRAISING EXECUTIVE 


PERFORMANCE (Am. Man. Ass’n) 
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“The conception “Man” is . . . derived 
from a recognition of others and self. 
This recognition is “Jen.” Therefore jg 
the Chinese character “Jen” formed 
from the combination of the characters 
two and man... . In other words, jf 
there were only one man living on 
earth, that which we call personality 
would have no way of exhibiting itself. 
. . . Confucius says, “When one who is 
‘Jen’ desires to establish himself, he 
must establish others; wishing to ele- 


vate himself he must elevate others. 


Floyd Hunter, TOP LEADERSHIP, 
u.s.A. ( Univ. of N. C.) 


IDEAS FOR MANAGEMENT ( Manage- 
ment ) 


INDUSTRIAL NUCLEAR DEVELOPMENT 
( Nat'l Ass'n of Manufacturers ) 


INVESTING AND LICENSING CONDITIONS 
IN THIRTY-TWO LEADING MARKETS: 
1958 ep. ( Bus. Internat’) 


Howard Boone Jacobson and Joseph 
S. Roucek (eds.), AUTOMATION 
AND society ( Philosophical Lib.) 

Fred W. Kniffin, THE MODERN CON- 
CEPT OF MARKETING MANAGEMENT 
(Ind. Univ. Bur. of Bus. Re 
search ) 

James L. McCary, psyCHOLOGY OF 
PERSONALITY: SIX 
PROACHES (Grove ) 

James McCay, MANAGEMENT OF 
TIME ( Prentice ) 

Elizabeth Marting, 


FOR THE SMALLER COMPANY (Am 
Man. Ass'n ) 


MODERN AP- 


MANAGEMENT 


Philip Marvin, PLANNING NEW PROD 
ucts ( Penton ) 

Ben T. Moore, EURATOM: THE AMER 

ICAN INTEREST IN THE EURO 

PEAN ATOMIC ENERGY COMMUNIT! 

(Twentieth Century Fund ) 















Dudley F. Pegrum, puBLIC REGUL’ 
TION OF BUSINESS ( Irwin ) 

PROBLEMS AND PRACTICES IN INDUS 
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RELATIONS 


Earl Raab and Gertrude Jaege 
Selznick, MAJOR SOCIAL PROBLEM 
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Samuel Reiss, LANGUAGE AND PSY 
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To understand another’s desires by in- 
ference from one’s own desires is the 
way to ‘Jen.’” (The Analects) . .. To be 
lacking in “Jen” is to be like a be- 
numbed hand or foot which is insensi- 
tive to pains in other bodily members. 
_. In short, the lack of “Jen” is insensi- 
tiveness to fellow-feeling; the fulfill- 
ment of “Jen” is the state of keen sen- 
sitiveness. ” (pp. 452-53) 

\ significant statement later by 
Dorsey explains that “Sincerity of 
intentions, through Jen, arises at 
the same time that the facts of na- 
ture are being immediately ap- 
prehended in order to perfect 
nowledge, since the fellow feel- 





ing, or love, is also a fact of im- 
(p. 453) It 


was, of course, this sincerity of 


mediate experience. 


intentions and sensitivity to the 
feelings of others that condi- 
tioned the administration of early 
Chinese law.* 

While on the subject of cul- 
tural responses to the new world- 
view, we should mention existen- 
tialism, which has stirred up so 
much interest and controversy in 
World War ILI. 
Existentialism is basically anti- 


\merica since 


intellectual in its revolt against 
rational thought as the agent of 
modern man’s alienation from na- 
ture. 

In revolting against the sys- 
tematic philosophy of Hegel, for 
example, Kierkegaard says that 
the individual creature 


.. protests against the dissolution of 
‘ substance either through specula- 
ion or through objectivity or through 
‘0-called social progress. He protests 
gainst the objective age and against 


‘These are 
/en appearing within the last six months: 
john Blofeld, trans., The Zen Teaching of 
Tuang Po (Brit. Bk. Centre); Chang 
Vhen-Chi Practice of Zen (Harper); So- 
haku Ogata, Zen for the West (Dial); 
wid Stacton, Segaki (novel on Zen, Pan- 
neon); D. T. Suzuki, Zen and the Japa- 
nese Culture (Pantheon ); and three books 
'y Alan Watts, Beat Zen, Square Zen, 
ind Zen (City Lights), The Spirit of Zen 
Grove), and The Way of Zen (Mentor). 


among the best books on 





objective thought which is indifferent 
to the thinking subject and his exist- 
ence and which translates everything 
into results.” (F. H. Heinemann, Exis- 
tentialism and the Modern Predica- 
ment, Torchbooks, p. 34) 
Heinemann describes it in this 
way: 

“I respond existentially if I make a de- 
cision in spite of uncertainty, deter- 
mine myself by it and at the same time 
give an answer appropriate to the cir- 
cumstances. Thereby I gain self- 
realization and grasp a new aspect of 
reality... . J As a general imperative 
[existentialism] says: . . . “Within all 
spheres of your being you shall act in 
such a manner that you exist in and 
through answers! Morally it 
implies: “You shall react in such a 
manner that you are able to accept re- 
sponsibility for every one of your an- 
swers!’” (pp. 203-4) 

The concept of self-realization 
becomes pivotal in existential 
psychology, which is a recent out- 
growth of existentialism. Anxiety, 
it says, results from the sense of 
guilt one feels from not realizing 
his potential, from succumbing to 
frustration and inaction, from 
failure to face up to the responsi- 
bility for one’s actions. As Sartre 
puts it, 


your 


“Quietism is the attitude of people 
who say, ‘let others do what I cannot 
do.’ The doctrine I am presenting be- 
fore you is precisely the opposite of 
this, since it declares that there is no 
reality except in action. It goes further, 
indeed, and adds, “Man is nothing 
else but what he purposes, he exists 
only in so far as he realizes himself, he 
is therefore nothing else but the sum 
of his actions, nothing else but what 
his life is.” (“Existentialism,” Evxis- 
tentialism from Dostoevsky to Sartre, 
edited by Walter Kaufmann, Meridian 
Books, p. 300) 


The point is always made by writ- 
ers on the subject that, because it 
is not a philosophy but a revolt 
against philosophy, there is no 
“existentialism” but only “exis- 
tentialists.” And the existential- 
ists vary markedly among them- 
selves from religious mystics such 
as Kierkegaard and Berdyaev to 
the converted Communist, Sar- 
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tre, to the novelists Kafka and 
Camus.” 

The only similarities between 

Zen and existentialism are their 
common characteristic of disci- 
pline (the first of meditation and 
the second of action) and their 
mutual distrust of a verbally ori- 
ented world. 
THE QUESTION Drucker asks at 
the end of his chapter on “The 
Vanishing East,” “The emergence 
of a common, basically Western 
world civilization is the greatest 
of our new frontiers—the greatest 
change and the greatest oppor- 
tunity. But in whose image will it 
be cast?” (p. 247) is answered by 
Gray Dorsey. In Ideological Dif- 
ferences and World Order, he 
says that a world-wide peaceable 
ordering of society must be based 
on the principles of both progres- 
sive and traditional society: “na- 
ture known postulationally and 
nature known by immediate ap- 
prehension.” (p. 470) 

This idea is the meaning of our 
title “Coming Social Fusion: Ger- 
manicus and the Opening of the 
Third Eye”: Germanicus, which 
is a pen-name that Drucker has 
sometimes used, is Western, but 
in a more traditional sense than is 
yet popular—concerned _ration- 
ally with learning, polity, and vir- 
tue; “the opening of the third 
eye’ is an Eastern phrase for 
satori_the quieting of the mad 
monkey, the fellow-feeling of 
“Jen.” 


*> The most recent books on existential- 
ism include: Marjorie Grene, Introduction 
to Existentialism (called the best thing in 
the field by Edmund Wilson when it ap- 
peared in hardcover as Dreadful Freedom; 
Phoenix paperback); Martin Heidegger, 
An Introduction to Metaphysics (Yale); 
R. B. Winn, Dictionary of Existentialism 
(Phil. Lib.); and these works on the re- 
ligious aspect—C. A. Holbrook, Faith and 
Community: A Christian Existential Ap- 
proach (Harper); D. E. Roberts, Existen- 
tialism and Religious Beliefs (Oxford); 
and R. L. Shinn, The Existentialist Posture 
(Association ). 
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SOVIET VIEW OF THE AMERICAN ECONOMY 


by Nicholas Balabkins 


Eprror’s Note: A critical fact of our time is the existence of a vast 
ideological chasm separating East and West. Our chances for survival and 
the preservation of the values we cherish will be strengthened by a better 
understanding of the thinking on the other side. In this review, Nicholas 
Balabkins, Professor of Economics at Lehigh University, gives us insight 
into how the Soviets look at the American economy. 

In 1956, there was published in the Soviet Union, Ocherki sovremennoi 
burshuaznoi politicheskoi ekonomii $.SH.A. (Outline of the Contemporary 
Bourgeois Political Economy of the usa). The author is Izrail G. Bliumin of 
the Economics Institute of the Academy of Sciences of the ussr. It is an im- 
portant book for several reasons. This is the only comprehensive treatment 
of American economic thought that has appeared in the Soviet Union in the 
last quarter of a century; it reveals much about the methods, prejudices, and 
ideological orientation of Soviet economics; and it shows subtleties of 
Soviet attitudes toward the United States that are generally unknown. Un- 
fortunately, Bliumin’s work is available only in Russian. 

In his review, Mr. Balabkins points out that practically all of 
Bliumin’s work is political polemic. The Soviet economist has taken 
Marxism-Leninism as his bible and proceeds to condemn, rather than dis- 
cuss, much of American economic thought. Facts are misinterpreted and 
theories misstated. This seems to be true of a good deal of Soviet economic 
literature, especially since the stultifying Stalin years; but it is not the whole 
picture. 

While an important group of Soviet economists consider the economic 
structure an inseparable part of political philosophy, there is a very compe- 
tent and growing school that has broken some areas of analysis and theory 
out of rigid Marxist confines. 

In econometrics and its special areas of input-output techniques and 
linear programming, the Soviets are doing some highly sophisticated work. 
While they reject our philosophy, they are not at all averse to borrowing 
our technical skills. It is likely that this more progressive school in Soviet 
economics will be highly influential in shaping future patterns of Soviet 
economic development. 


OUTLINE OF THE CONTEMPORARY epilogue. In it, Bliumin conceives 
of political economy as “a party- 


bound science’; his principal ob- 


POLITICAL ECONOMY OF THE USA 
by Izrail G. Bliumin jective is to analyze the most 
Any informed Soviet work on acute social problems and proc- 
American economic thought is esses arising out of the class 
struggle. He distinguishes three 
kinds of political economies: the 


certain to arouse interest. Outline 
of the Contemporary Political 
Economy of the USA by Izrail G. 
Bliumin, however, merits more 


bourgeois, the petit bourgeois, 
and the proletarian. He does not 


attention than it has received pay much attention to the second 


since its publication in 1956. type, but exalts the virtues of the 
proletarian political economy and 
rejects the body of bourgeois po- 
litical economy. He believes that 
the task of the bourgeois political 
economy is to serve the manifold 


The volume is designed to be a 
critique of contemporary bour- 
geois political economy of the 
United States and consists of 
three long chapters with a brief 
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interests of the bourgeoisie; this 
includes devising new methods of 
“cheating workers and of holding 
them to the capitalist system,” 
justifying the “getting rich” proc. 
ess of capitalists, and blessing the 
various government schemes of 
the interested groups of the bour- 
geoisie. The class struggle with 
all its ramifications and variations 
is the main theme of the work. No 
matter what the author discusses, 
one can always hear the basic 
beat of the class-struggle theme. 
He plays his theme skillfully and 
cheerfully but, at least for this re- 
viewer, not convincingly. 


The tone of his volume is opti- 
mistic, for Bliumin claims that 
history is on his side. Marx, Lenin, 
and Stalin are cited repeatedly to 
prove that capitalism is doomed. 
He laments, however, that bour- 
geois political economists, includ- 
ing their American colleagues, do 
not accept this scientific verdict 
and continue to stumble in dark- 
ness. Without “scientific” Marv- 
ism, the bourgeois political econ- 
omy declares as truth everything 
that is useful for the magnates of 
“financial capital.” 

Since political economy is 3 
party-bound Bliumin 
consistently employs terms that 
are currently sanctioned by the 
party. His method in rejecting 
in toto almost all doctrines o 


science, 


American economists can best 
be described as the Procrusteat 
bed method. Because Marxism 
Leninism is the only allowable 
truth, his conclusions are alway’ 
rigidly predetermined. Through: 
out the book, the American eco! 
omists are squeezed into the 
strait jacket of proletarian ec? 
nomics. By citing interchange 
ably the works of the infallible 
Marx, Engels, Lenin, and Stalit 
all American economists are dis 


missed as vulgar, in the sense @ 
being shallow and_ superficid 
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FOREIGN TRADE AND FINANCE 


Essays in International Economic Equilibrium and Adjustment 
Edited by WILLIAM R. ALLEN, University of California, 
Los Angeles; CLARK LEE ALLEN, Southern Illinois University 


Twenty-three essays by well-known economists on international 
trade theory and policy issue; the balance of payments and equi- 
librium ; the adjustment process—changes in prices and incomes; 
the rate of exchange and equilibrium; and multilateralism and 
capital movements. Succinct editorial introductions and com- 
mentaries for each section integrate and supplement the essays 
to form a unified work. 1959, 500 pages, $6.00 


ECONOMIC DYNAMICS, Revised Edition 
WILLIAM J. BAUMOL, Princeton University 


The first comprehensive treatment of the theoretical analysis of 
economic dynamics, this book offers an understanding of eco- 
nomic development and a working knowledge of research tech- 
niques. New material on: numerical computation in higher order 
systems, non-linear equations, simultaneous difference and dif- 
ferential equation systems. 1959, 396 pages, $6.75 


BUSINESS BEHAVIOR, VALUE AND GROWTH 


WILLIAM J. BAUMOL 


A new approach to the theory of pricing, advertising and related 
decisions of big business based on practical business behavior. 
The author offers a new theory of oligopoly, some novel hypothe- 
ses concerning the theory of economic development, and a major 
policy proposal for consideration by those concerned with under- 
developed areas. 1959, 176 pages, $4.75 


DALTON E. McFARLAND, Michigan State University 

“There are four things that Dr. McFarland does particularly well 
in this book: He reports on the latest findings in the human rela- 
tions field; he analyzes the management functions and processes 
necessary for effective organization in any type of business ac- 
tivity; he provides a realistic picture of management’s present 
status; and he offers a basis for appraising current management 
techniques.’”” —-WALL STREET JOURNAL 1958, 612 pages, $9.25 


CREATIVE DISCUSSION 


RUPERT L. CORTRIGHT, GEORGE L. HINDS, 

both, Wayne State University 

Integrating speech and communications ideas with current 
administrative and social practices, this new book presents the 
concepts, techniques and skills of discussion and conference as 
the most effective means of improving human understanding, 
efficiency and group progress. The authors discuss the interview, 
counseling, the buzz group, brainstorming and role-playing. 


1959, 303 pages, $6.00 
Lhe Macmillan Company 


60 FIFTH AVENUE, NEW YORK 11,N. Y. 
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Bliumin does not examine or 
scrutinize the assumptions and 
conclusions of American writers. 
He does not conceal his aversion 
for the so-called bourgeois objec- 
tivity so keenly cultivated by the 
bourgeois economists. Empirical 
criteria, like statistical data, con- 
note not scientific objectivity but 
merely the “statistical ingenuity” 
This 
statistical ingenuity means ma- 
nipulating data to provide the 


of bourgeois economists. 


necessary support for capitalist 
apologetics. He charges, for in- 
stance, that Amercian institution- 
alists were falsifying statistics; 
otherwise their apologetics would 
be in a “bad fix.” Similarly, in his 
discussion of American business 
cycle research, he calls Professor 
S. Kuznets the American special- 
ist in falsifying statistics. 
Marxian economics is pre- 
sented as the only truly scientific 
creed and the Soviet ideology as 
the only acceptable ideology. He 
elevates the works of Marx, Eng- 
els, Lenin, and Stalin to a body 
of scriptures and considers him- 
self rather like a priest guarding 


the sacred flame handed down by 


Karl Marx. He disapproves of the 
work of American economists as 
being not only intellectually er- 
roneous but morally unaccept- 
able. He voices this disapproval 
with missionary zeal and militant 
spirit. Such a procedure is prob- 
ably the only one available to 
Bliumin; he knows well that de- 
viations from the party line, no 
matter how well substantiated 
and documented, are always sub- 
ject to ruthless suppression. 

In such circumstances, stand- 
ardized economic thinking re- 
sults. This fact, so well substan- 
tiated by the 


review, smashes Professor Do- 


volume under 
mar’s hope, expressed ten years 
ago, that future Soviet econo- 
mists would be given greater 
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Ivo Andric, THE BRIDGE ON THE 


DRINA ( Macmillan ) 

Noel Clad, LovE AND MONEY ( Ran- 
dom ) 

Robert Crichton, THE GREAT IM- 
POSTER ( Random ) 

Peter De Vries, THE TENTS OF WICK- 
EDNEsS ( Little, Brown ) 

Thomas W. Duncan, BIG RIVER, BIG 
MAN ( Lippincott ) 

James Hackett, Haixu (City Lights) 
Aubrey Goodman, THE GOLDEN 
YOUTH OF LEE PRINCE (S. & S.) 
Mark Harris, 
( Knopf ) 
Elspeth Huxley, THE FLAME TREES 

OF THIKA ( Morrow ) 


WAKE UP, STUPID 


Joseph Kessel, THE LION ( Knopf) 

C. S. Lewis, THE PILGRIM’S REGRESS: 
AN ALLEGORICAL APOLOGY FOR 
CHRISTIANITY, REASON AND ROMAN- 
TICISM ( Eerdmans ) 

André Maurois, THE LIFE OF SIR 
ALEXANDER FLEMING ( Dutton) 
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CHEV: A POLITICAL 
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( Praeger ) 

Frank O’Connor, KINGS, LORDS, AND 
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(Random ) 
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ON LITERATURE AND MORALITY 
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Gerald Green, THE LOTUS EATERS 
(Scribner ) 

Nikolai Khokhlov, 1’ THE NAME oF 
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Anna M. Kross, MY DAYS NEVER END 
( Morrow ) 
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(City Lights ) 
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BEHEADING ( Putnam ) 
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KAPLAN ( Harper) 
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( Rinehart ) 

Paul Siple, 90° soutH (Putnam) 

Christopher Sykes, ORDE WINGATE 
(World ) 
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PERSONNEL PRACTICES 


AND FORMS 


How does it happen that some businesses are able to 
maintain employee relations at peak level? 

What has been responsible for the vast gain in em- 
ployee cooperation experienced by these companies, the 
reduction in waste and costs, the rise in productivity 
and profits? 

You'll find the answer — and with it the methods you 
can apply to get these benefits for your business — in a 
great new loose-leaf guide now being released by Pren- 
tice-Hall: PERSONNEL PRACTICES and FORMS. 


Personnel Practices That Build Profits 

Spelling out the employee relations methods that half 
acentury of study, research, and experience have shown 
to be most successful, this wholly unique guide can 
actually and literally save you — not days or weeks or 


II 


REASONS WHY YOU SHOULD HAVE 
“PERSONNEL PRACTICES 


AND FORMS” 


It gives you a continuous flow of tested ideas— 
ideas that have been proved by successful companies. 


2. It gives you virtually foolproof procedures to follow 


in hiring employees. 


3. It passes on to you today’s most successful methods 


for training employees. 


. It shows how certain companies are scoring close 


to 100% in selecting the right men for promotion. 
It tells how the costly problem of absenteeism is 


" being licked. 


It explains how some of the best run companies are 


, handling the difficult problems of discipline and 


grievances. 


nonths — but years of costly experimenting, headaches, 


7. It shows how changes in working conditions can 
aid frustration. 


sharply step up production. 


8. It gives you the benefit of hard-won 
experience as to what management 
should tell employees—and what it 
should not. 
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Simply and thoroughly this work guides you to 
the full, detailed answers to such questions as: 


¢ how can you stimulate your employees’ interest , 
ton be hate weak? ; . It presents simple plans that have 
worked wonders in cutting down costly 


¢ how can you most effectively handle such sensi- employee turnover. 
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freedom in their economic writ- 
ing and thus be permitted devia- 
tions from the party line.’ Bliu- 
min as well as his colleagues must 
obediently conform to the codes. 
As true disciples of Marx, they 
must impress the opponents of 
Marx by the coherence and com- 
pleteness of their doctrine, re- 


gardless of whether it is true or 


not. Although there has always 


been a considerable discrepancy 
between Marxian preaching and 
the facts, Soviet economists de- 
clare that it is just too bad for 
the facts if they do not support 
the theory. This is precisely what 
Bliumin has done in this volume, 
and thus his account of Ameri- 
can economic writing is not very 
convincing. 

In addition to strongly dog- 
matic interpretations of Ameri- 


can economics, purely political 


' See the preface to Ayzenshtadt’s arti- 
cle by Evsey D. Domar, American Eco- 
XXXIX 


Review, 
1949), 930 
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Bloomington, 











considerations and occasional of- 
fensive superlatives are present 
in this ostensiblv academic piece 
cy: of Soviet writing. For example, 
vat] fliumin speaks of “monopoly- 
ridden, rotting and dying capital- 
im. He asserts that in the post- 
war period in the United States, 






OUT the Malthusian pseudo-theory 
has become an ideological weap- 

TOP n for the justification of mass 
amihilation of populations by 

ALUE way of atomic and bacteriologi- 
al wars. He asserts that modern 

RYS- \merican adherents of Malthu- 
janism advocate, for instance, 

NICA- ompulsory sterilization of entire 
ot soups of revolutionary popula- 


tions, that contemporary Malthu- 


ALING anism justifies war as a method 
of reducing surplus populations, 
/ALUE and that Malthusianism is inex- 
ian} tricably connected with the ideo- 
THE logical preparations for World 
S.) War III. Another example, de- 
MMU- signed to show that American 
RICAN working masses are unable to 
eam even the indispensable mini- 

IC OF 


mum, is startling indeed. Bliumin 
gues that over 50 per cent of 
ill families in the United States 
received less than $3,000 in 1950 
aid thus were unable to make 
ends meet. He claims that, on the 
basis of the Heller committee’s 
figures, $102.60 per week was 
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necessary to keep the family of a 
worker on a modest standard of 
living. Actually, the average 
weekly income was only $70 to 
$74.° Thus, he concludes that 
even in wealthy America, the 
workers are not so well off. 
Furthermore, Bliumin makes a 
clear-cut distinction between pre- 
monopolistic and monopolistic 
capitalism. Monopoly means big 
business. It is wicked and reac- 
tionary, and so long as the rule of 
monopolies prevails, the dictator- 
ship of the bourgeoisie will pre- 
vail and the standard of living of 
workers will continue to decline. 
Whether this assertion is true for 
this country, he does not bother 
to investigate. An a priori conclu- 
sion is sufficient. 

However, here and there Bli- 
umin slips into the forbidden 
realm of bourgeois objectivity 
even in his discussion of monop- 
oly. For instance, he mentions 
that in the automobile industry 
there exists savage competition 
among the individual firms, or 
what he calls competing monopo- 
lies. He is well aware of oligopoly 
and oligopolistic practices, but 


2Labor Research Association, Labor 
Fact Book No. 12 (New York: Interna- 
tional Publishers Inc., 1955). 








standardized economic thinking 
compels him to fall into line. 

Bliumin overpraises every- 
thing Marxist and dismisses any- 
thing non-Marxist. Since bour- 
geois objectivity is not a virtue 
but a vice, he never fully presents 
the substance of what he is criti- 
cizing. By such methods, Bli- 
umin has no difficulty in de- 
bunking one American economist 
after another. On the basis of a 
priori assumptions, he rejects the 
entire body of American eco- 
nomic thought. 

Judging from the American 
literature cited, he is a remark- 
ably well-read man in Western 
economics, but apparently there 
is no convergence of ideas be- 
tween the Western and Soviet 
economist. We do not communi- 
cate with each other, but we seem 
to be destined to fight each other, 
even if we occasionally meet each 
other and send in a manuscript on 
the possibility of coexistence of 
capitalist and socialist worlds. Es- 
sentially it is a one-way street, 
since what, after all, can the 
“lackeys of the bourgeoisie” teach 
the pupils of the Marxian mes- 
sage? Nothing. This is really the 
message of Bliumin’s volume to 
his American colleagues. 
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